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PROCEEDINGS
(11:03 a.m.)

COMMISSIONER COVINGTON: Good morning to everyone
that’'s assembled here. Today we begin our hearing to
receive testimony of the Postal Service in support of its
request in Docket Nos. R2001-2 and MC2001-2 for
recommendation of an experimental fee suspension for manual
delivery confirmation services.

At this time I would like to ask if there are any
participants who have an issue we should discuss before we
proceed.

(No response.)

COMMISSIONER COVINGTON: Nothing from you, Mr.
Heselton? Mr. Tidwell?

MR. HESELTON: Commissioner Covington, I'd like to
point out that the Postal Service this morning filed three
documents, one of them being an appendix to the testimony of
Witness O'Hara as a consequence of PRC Order 1327.

The Postal Service indicated in its response to
the opposition of the United Parcel Service motion for
waiver of certain provisions of Rule 54 that it would file
an appendix to Witness O’'Hara’'s testimony that had him
address the requirements and the conformance of his
testimony with Section 3622 of the Postal Reorganization
Act, the rate making section.
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In addition to that document, the Postal Service
filed interrogatory responses to UPS Interrogatory Nos. 35
through 42 and another response to UPS Interrogatory Nbs. 45
and 47 through 52.

COMMISSIONER COVINGTON: Okay. Mr. McKeever?

MR. MCKEEVER: Mr. Commissioner, I would just
requegst if the Postal Service intends to introduce into
evidence today the appendix that was filed this morning as
part of the direct testimony of Dr. O’Hara or not?

MR. HESELTON: Commissgioner Covington, I have
attached that appendix to the copy of testimony from Mr.
O'Hara that I intended to show the witness, so we do intend
to include it along with the testimony as pre-filed.

COMMISSIONER COVINGTON: Is that satisfactory, Mr.
McKeever?

MR. MCKEEVER: I did have a brief opportunity, Mr.
Commissioner, to review the testimony, and we will not
object to its admission at this time.

COMMISSIONER COVINGTON: Thank you.

The Postal Service has filed the testimony of one
witness, who I am assuming is Mr. Donald J. O’Hara, in
support of its proposal in this case. A considerable number
of interrogatories were directed to Mr. O’Hara between
Wednesday, October 17, and the deadline for disccvery, which
had been set for Friday, October 19.
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In my Ruling No. 2 establishing the procedural
schedule in this case, I directed that written answers to
discovery submitted by the close of business on October 17
were to be filed with the Commission and served on counsel
by 12:00 noon on yesterday. I also ruled that answers to
discovery submitted on October 18 and 19 were to be
available at the beginning of the hearing today.

As we understand, late yesterday afternoon the
United States Postal Service submitted responges to a set of
interrogatories filed by UPS on October 17, 2001, together
with a motion for their late acceptance because they did not
arrive by noon on that date. The motion states that copies
of the response were transmitted to counsel for UPS by
facsimile and e-mail.

Mr. McKeever, are you going to be prepared to
conduct cross-examination today on the responses that were
received yesterday afternoon, or would you prefer to defer
cross-examination until tomorrow?

MR. MCKEEVER: Mr. Chairman, we will attempt to do
cross-examination today, but I would like the opportunity to
revigit that subject at the end of day today.

I'm unclear I guess which interrogatory numbers
we’'re talking about. If it’s the ones that were served
yesterday, I guess they’re the ones that go through
Interrogatory 34 or 357

Heritage Reporting Corporation
(202) 628-4888




10

11

12

13

14

15

16

17

18

13

20

21

22

23

24

25

36
COMMISSIONER COVINGTON: I'm assuming you’re

talking about Interrogatories 35 to 42. Is that right, Mr.

Heselton?
MR. HESELTCON: Let me check my records here.
MR. O'HARA: Yesterday was I believe through 34.
MR. HESELTON: Yesterday we filed responses to 26
through 34.

MR. MCKEEVER: Mr. Commissioner, we are prepared
to proceed with respect to this interrogatory answers today.

COMMISSIONER COVINGTON: Okay. Thank you, Mr.
McKeever. Very well.

Mr. Heselton, are the responses to all other
outstanding discovery requests available for use and review
by participants teday?

MR. HESELTCN: There were some interrogatories,
which are primarily requests for data and more along the
line of instituticonal interrogatories, that we were not able
to get prepared for this morning. Specifically, they are
Questions 43, 44, 46 and 53 through 56. We’'re still
preparing. We’'re still gathering the data requested for
those regponses.

COMMISSIONER COVINGTON: Okay. Very well.

Mr. McKeever, in light of that what says you?

MR. MCKEEVER: Mr. Chairman, it‘s difficult to
respond without seeing the answers or knowing when they are

Heritage Reporting Corporation
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going to be filed. My suggestion would be that when they
are filed we then report back to the Commission within a day
or two to let the Commission know whether we request the
opportunity to conduct cross-examination with respect to
them or not.

Our hope would be that the answers, especially
since they’re dated, are such that maybe we would not
require cross and instead to the extent that we want to
designate them into the record as written cross so that the
record is complete that we would be able to do that in
paper, or maybe at the hearing when the UPS witness
testifies we could stipulate them in.

I guess to boil all that down, my suggestion would
be that we be given an opportunity of two days after the
answers are filed in order to then inform the Commission
whether we want cross-examination with respect to them and
that we have an opportunity to enter them into the record as
additional written cross-examination at some future date if
we do not want cross-examination with respect to them.

COMMISSICONER COVINGTON: Okay. In light of that,
Mr. Heselton, when would or when will the United States
Postal Service get those answers filed?

MR. HESELTON: Commissioner, I don't have an
answer to that question at this point. I think to several
of the questions we’re on the verge of having the data

Heritage Reporting Corporation
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required.

I don’'t expect that responses to the others are
going to take too much longer, but I can’t indicate a
precise time, only that I would expect certainly by the end
of the week at the very latest that we would have the data
required for the last response.

COMMISSIONER COVINGTCON: Mr. McKeever?

MR. MCKEEVER: The only comment I have with
respect to that, Mr. Commissioner, is I’'m concerned about
the impact of this on the filing of our direct testimony,
which is now scheduled for Monday, October 29.

We will endeavor to do everything we can to
expedite the proceeding in accordance with the Commission’s
wishes. However, if we’re not receiving some data until the
end of this week, it may not be possible for us to submit
direct testimony based on that data on the 29th, in which
case we may, and I want to emphasize the may because I don’'t
want to prejudge it. I guess we have to see the answers,
but we may be in a position where we have no choice but to
request some short additional extension of the deadline for
us to file our direct testimony so that we can take that
data into account when we present our testimony.

This is in the nature I guess of a red flag rather
than a specific request until we see when the Postal Service
files its answers. The sooner it files it, then the better

Heritage Reporting Corporation
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able we might be to meet the original deadline or the
existing deadline of October 29, but the later they file it
I think it would prejudice our case if we were to be
required to file our direct testimony, you know, within a
day or so, a working day or so, of the time that data is
made available by the Postal Service.

COMMISSIONER COVINGTON: Okay, Mr. McKeever.

Mr. Heselton, in taking that under consideration I
would like to state that what we will probably try to do, in
light of the fact that it appears that we will be here for a
good part of the day, we’ll try to get an update at the
close of today’'s hearing where we're at with what it is that
we just discussed, and I'1l1 try to rule on a schedule then
as it relates to further proceedings. TIs that acceptable?

MR. HESELTOMN: Yes, Mr. Commissioner. Thank you.

MR. MCKEEVER: Yes, Mr. Commissioner.

COMMISSIONER COVINGTON: Okay. Very well. As I
provided in Ruling No. 2, if counsel for parties wishing to
conduct oral crosg-examination of Mr. Donald J. O'Hara
believe it is necessary to take some time to review
responses received by this morning that the hearings can
continue tomorrow, which would be October 24.

If there are no other matters at this time, and
I‘'m assuming counsel are ready, let us proceed. Mr.
Heselton, will you call your witness, please?

Heritage Reporting Corporation
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MR. HESELTON: Yes. The Postal Service calls
Donald J. O‘Hara to the stand.

COMMISSIONER COVINGTON: Okay. Having seen Mr.
Donald J. O’Hara, Mr. O’'Hara, at this time I would like to
ask you to stand.

Whereupon,

DCONALD J. O'HARA

having been duly sworn, was called as a witness
and was examined and testified as follows:

COMMISSIONER COVINGTON: Thank you.

MR. HESELTON: Commissioner Covington?

COMMISSIONER COVINGTON: Mr. Heselton?

MR. HESELTCON: Counsel for the Postal Service has
handed the witness two copies of a document entitled
Testimony of Donald J. O'Hara on behalf of the United States
Postal Service and designated in this proceeding as
Uusps-T-1.

{(The document referred to was
marked for identification as
Exhibit No. USPS-T-1.)

MR. HESELTON: Attached as an appendix to that
pre-filed testimony is a document titled Appendix to
Testimony of Donald J. O'Hara, USPS-T-1, that I alluded to
earlier.

Mr. O’Hara, if you were to provide oral testimony

Heritage Reporting Corporation
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on that document before you, would your testimony be the
game today as indicated in the document?

THE WITNESS: Yes, it would.
MR. HESELTON: And has this document been prepared
by you or under your direction and control?
THE WITNESS: Yes, it has.
MR. HESELTON: Commissioner Covington, I move the
entry of USPS-T-1 into evidence in this case.
COMMISSIONER COVINGTON: Mr. McKeever, are there
any objections?
MR. MCKEEVER: No objection, Mr. Commissioner.
COMMISSIONER COVINGTON: Hearing none, I will
direct counsel to provide the reporter with two copies of
the testimony of Mr. Donald J. O'Hara and that that
testimony will be received into evidence. However, as is
our practice here at the Commissgion, it will not be
transcribed.
(The document referred to,
previously identified as
Exhibit No. USPS-T-1, was
received in evidence.)
COMMISSIONER COVINGTON: Mr. O’‘Hara, have you had
an opportunity to examine the packet of designated written
cross-examination that was made available to you in the
hearing room this morning?

Heritage Reporting Corporation
(202) 628-4888



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

42
THE WITNESS: Yes, I have.
COMMISSIONER COVINGTON: And 1f the questions
contained in that packet were poised to you orally today,
would your answers be the same as those you previously
provided in writing?
THE WITNESS: Yes, they would.
COMMISSIONER COVINGTON: Are there any corrections
or additions you would like to make to those answers at this
time?
THE WITNESS: None.
COMMISSIONER COVINGTON: Counsel, would you please
provide two copies of the corrected designated written
cross-examination of Witness O’'Hara to the reporter? That
material is received into evidence, and it is to be
transcribed into the record.
{The document referred to,
previously identified as
Exhibit No. USPS-T-1, was
received in evidence.)

//

//

//

//

/7

//

Heritage Reporting Corporation
(202) 628-4888




LA e

43

—_—
BEFORE THE

POSTAL RATE COMMISSION
WASHINGTON, DC 20268-0001

Experimental Suspension of Fee for Docket No. R2001-2
Manual Delivery Confirmation Category Docket No. MC2001-2

DESIGNATION OF WRITTEN CROSS-EXAMINATION
OF UNITED STATES POSTAL SERVICE
WITNESS DONALD J. OCHARA

(USPS-T-1)
Party Interroqatories
" Office of the Consumer Advocate OCA/USPS-T1-1-5
United Parcel Service UPS/USPS-T1-1-5, 7-11

Respectfully submitted,

Steven W. Williams
Acting Secretary



Interrogatory
OCA/USPS-T1-1

OCA/USPS-T1-2
OCA/USPS-T1-3
OCA/USPS-T1-4
OCA/USPS-T1-5
UPS/USPS-T1-1
UPS/USPS-T1-2
UPS/USPS-T1-3
UPS/USPS-T1-4
UPS/USPS-T1-5
UPS/USPS-T1-7
UPS/USPS-T1-8
UPS/USPS-T1-9
UPS/USPS-T1-10
UPS/USPS-T1-11

INTERROGATORY RESPONSES OF

UNITED STATES POSTAL SERVICE

WITNESS DONALD J. O'HARA (T-1)
DESIGNATED AS WRITTEN CROSS-EXAMINATION

Designating Parties
OCA

OCA
OCA
OCA
OCA
UpPS
UPS
UPsS
UPS
ups
UPS
UPS
UPS
UPS
UPS

44



RESPONSE OF POSTAL SERVICE WITNESS O'HARA TO THE INTERROGATORIES OF THE
OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-T1-1. Please confirm that Postal Service now provides a means for
members of the public to generate and print a Delivery Confirmation label for a
Priority Mail package at hitp://fwww.usps.com/cgi-bin/api/shipping_label.cgi. Also
confirm that if the Priority Mail/Delivery Confirmation labet is printed and affixed in
the manner specified (i.e., printed on a laser quality printer and adhered properly)
that the Delivery Confirmation service will be provided to the mailer free of
charge.

RESPONSE: Confirmed.
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RESPONSE OF POSTAL SERVICE WITNESS O'HARA TO THE INTERROGATORIES OF THE
OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-T1-2. Please refer to your testimony at page 7,1. 17 - 23. Is it
correct that you assume a volume level for the period of the experiment equal to
that of FY 2000, i.e., 2.8 million pieces of window-entered Priority Mail?

a. If not, please explain.

b. If so, then why did you not assume some further shift of volume from
the peak mailing week (the week before Christmas) into the period of the
experiment? Please explain fully.

c. Is not one of the experiment's purposes to cause such a shift? Please
expfain fully any negative answer.

d. if the experiment is successful, and accomplishes a shift of volume from
the peak mailing week to the experimental period, then would not the volume
estimated at 2.8 million pieces be higher? Please explain fully any negative
answer.

. If the volume shift described above does occur, then isn’t it correct that
the total revenue loss of $1.3 million that you estimate would be higher? Please
explain fully any negative answer.

RESPONSE: Confirmed.

a. Not applicable.

b. | had no basis for armmiving at a quantitative estimate of the extent of any
such shift; one purpose of the experiment is to learn about customer
response to limited-time offers such as this. Also, as noted on p.10,
lines 5-10 of my testimony, no cost savings from such shifts are
included in the estimated financial impact of the experiment.

c. Confirmed.

d. Confirmed.

e. Confirmed, but such shifts would also create opportunities for cost

sayings that would tend to offset the additional loss in revenue.
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RESPONSE OF POSTAL SERVICE WITNESS O'HARA TO THE INTERROGATORIES OF THE
OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-T1-3 At page 8 of your testimony, you state that you have
judgmentally estimated the cost ot producing and distributing display items to be
$150,000. Please explain the reasoning process you followed and the
assumptions you made to arrive at that figure.

RESPONSE: | consulted with members of the Pricing and Classification
Implementation office to learn what the best basis for estimating this cost would
be. They suggested that the cost of producing and distributing similar material
for the July 1, 2001 rate implementation would provide the best basis for
projecting costs for the experiment. They recommended this both because the
cost data would be recent and because they would want to produce and
distribute approximately the same type and quantity of material, perhaps with
somewhat smaller quantities but with additional use of coior, which would come

to approximately the same total. Of the $150,000, about $120,000 would be

spent on production and the remainder on distribution.




RESPONSE OF POSTAL SERVICE WITNESS O'HARA TO THE INTERROGATORIES OF THE
OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-T1-4. Please refer to USPS-LR-MC2001-2, WP p. 1. Please cite the
source for all figures set forth on this page.

RESPONSE: Column C data come from summing the data in cells B11-B26 on
page 3 of my workpaper for the days indicated, and multiplying by 100/70 to
adjust for the fact that the data on page 3 are for POS sites only, which cover
about 70% of revenue at all retail locations. These data in turn come from a
special tabulation of POS transaction data prepared at my request.

Column D data come from the weekly data in cells E15-E17 on page 4 of
my workpaper. These data in turn come from a special tabulation of POS
transaction data prepared at my request.

Column E is the product of columns C and D.

Column F data come from an internal summary of week-by-week ratios of
manual Delivery Confirmation pieces for which a destination scan is recorded
pieces for which there is a matching entry scan from POS or IRT terminals, less
one. The pieces for which no entry scan is recorded are assumed to have been
entered through non-window channels as described on page 4, lines 12-17, of
my testimony.

Column G is the product of column E and (1+the entry in column F).
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RESPONSE OF POSTAL SERVICE WITNESS O'HARA TO THE INTERROGATORIES OF THE
OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-T1-5. Please refer to USPS-LR-MC2001-2, WP p.2. Please explain
fully the meaning of footnotes 2 and 3 and display all calculations refiecting the
statements made in footnotes 2 and 3. Include specific citations to USPS-RT-21.
RESPONSE: For footnote 2, the unit costs were calculated by modifying wilness
Davis’ original spreadsheet in USPS-LR-1-108 Section B (filename “del con input
cost data.xis), input Sheet B-1: Activity Transaction Times, cells D-9-D15 as
described in his testimony USPS-RT-21, pages 4-6. This results, on Worksheet
B-8, Volurne Variable Cost Summary, in a Priority Mail Electronic Delivery
Confirmation cost of $0.078 (cell C15, unchanged), and of Priority Maii Manual
Delivery Confirmation cost of $0.424 (cell D15). The difference between these is
$0.:§46; this is used in cell G8 of my Workpaper p.2 as the unit cost of TYAR
Manual Delivery Confirmation usage covered by the $0.40 fee, which is then
used in cell ES 1o calculated TYAR costs for Priority Mail Manual Delivery
Confirmation and cell E15 to calculate the cost of existing usage during the
period of the experiment.

For footnote three, the full Priority Mail Manual Delivery Confirmation cost
of $0.424 is used to calculate the cost of additional usage arising as a result of

the experiment in cell E27.
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RESPONSE OF POSTAL SERVICE WITNESS O'HARA TO INTERROGATORIES OF
UNITED PARCEL SERVICE

UPS/USPS-T1-1. Refer lo page 2, lines 9-11, of your testimony.

(a) Provide all available data and supporting studies for the contention that
30% of relail revenus for manual delivery confirmation is received at sites that do not
have Point of Service ("POS") terminals.

(b) Provide all available data and supporting studies for the assumption that
30% of Priority Mail retail revenue is received at sites that do not have POS terminals.

(c) Confirm that it is assumed that 30% of Priority Mail retail revenus during
the first 16 days of December 2001 will be received at sites that do not have POS
terminals. If confirmed, provide all data and supporting studies for this assumption. if
not confirmad, expiain in detail.

RESPONSE:

(a)-(b) As stated in the cited portion of my testimony, the “approximately 30%"
figure refers to retail revenue in total, not to revenue for individual products and
services. | received this figure from the Retail Depariment and | understand that it is
based on a comparigon of revenue recsived at POS sites 1o the grand total revenue
received at all retail sites.

(¢) Confirmed. | used this figure because some adjustment for transactions

occurring at non-POS sites was clearly needed and | belleved that this overall figure
could reasonably be applied to these particular services in this particular time period.



RESPONSE OF POSTAL SERVICE WITNESS O'HARA TO INTERROGATORIES OF
UNITED PARCEL SERVICE

UPSAUSPS-T1-2. Refer to page 2, fines 13-19, and page 4, lines 10-21, of your
testimony.

(a) Confirm that the “third Priority Mall entry channel representmg Priority
Mail pieces picked up by the Postal Service or deposited in collection boxes is not
considered "retail-entered™ mail, If not confirmed, explain in detall.

(b) Confirm that the Postal Service assumes that, absent the proposed pricing
experiment customers will purchase manual delivery oonﬂnnaﬂon service for 0.18
pieces of pick-up/collection Priority Mail during the December 1 to December 18, 2001,
period for every window-enterad Priority Mail plece purchasing delivery confirmation
service. If not confimed, expiain in detail.

(c}  Confirm that the Postal Service assumes that there will be no increase in
the number of pickup/collection Priority Mail piecas selecting manual Delivery
Confirmation service during the proposed pricing experiment aven though the service
would be offered for free during the December 1 to December 18, 2001 period. If
confirmed, provide an explanation for this assumption. If not confirmed, explain in
detail.

(d) Provide all available data regarding the annual, accounting period, and
woekly volume of pickup/collection Pricrity Mall for the FY2000-2001 period.

RESPONSE:
(a) Confirmed, although | believe the term "window-entered,” which is used

elsewhere in my testimony {e.g., line 18, page 7), is somewhat better than “retail-
entered.”

(b) Confirmed.

(©) Confirmed. | believe this assumption Is reasonable because mailers who
use this third channel to enter Priority Mail with Manual Delivery Confirmation are
already familiar with Delivery Confirmation and have developed usage patiems that they
are not likely to alter dramatically in response to this limited-time offer.

(d) Asfaras| have been able to determine, the Postal Service does not
collect data on the pickup/collection volume of Priority Mall. For quarterly or annual time
frames, it might be possible to estimate this volume as a residual by subtracting
estimated volume entered through the other two channels from RPW volume.
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RESPONSE OF POSTAL SERVICE WITNESS O'HARA TO INTERROGATORIES OF
UNITED PARCEL SERVICE

UPS/USPS-T1-3. Reter to page 2 of your workpaper.
(a) Confirm that the net cost to the Postal Service of the propesed pricing
experiment includes:

(M  $150,000 for the cost of informing customers. If not confirmed,
explain in detail,

(i)  $8,083,717 for the cost of the additional Priority Mail manual
delivery confirmation that would take place. If not confirmed,
axplain in getail,

(i)  $1,332,998 for the revenue that wouid have been received for
Priority Mail manual delivery confimation if the proposed pricing
experiment did not take place. If not confirmed, explain in detalil.

(b) Confirm that the total cost to the Postal Service of the proposed pricing
experiment is $9,568,715 ($150,000 + $8,083,717 + $1,332,998). it not
confirmed, explain in detalil.

{c) Provide any quantitative analysis or studies that show that the benefits of

thoproposadpﬂdngemorhnentoxceedorarelikelyto exceed
$9,566,715.
RESPONSE:
(a)-(b) Confirmed.
{¢)  No quantitative analysis has been performed. As noted in my testimony
{page 10, lines 2-19) the patential be'neﬁts depend on the extent to which customers
shift thelr holiday malling pattems and the exient to which they increase thelr future
usage of Delivery Confirmation. The Postal Service believes that actually conducting
the proposed expariment wouid provide the best way to obtain this type of information.
As noted in my testimony (page 7, lines 1-4), if customers do shift their holiday maliling
pattems significantly, a permanent classification modeled on the experiment might well
be warranted. The one-~time costs of the experiment would then hava led to continuing
bemﬂhyearaﬂeryear,whﬂeﬂnon—golngoo&tand revenue effects of the "without
charge” period would be fully recognized and incorporated in the test-year cost-
coverage determinations that occur In an omnibus rate case.
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UPS/USPS-T1-4. Refer to page 2 of your workpaper.

(a) Confirm that the TY2001 revenue for Priority Mail manuat delivery
confirmation service is expected to be $20,888,507 in thé absence of the proposed
pricing experiment. if not confirmed, expiain in detail.

(b)  Confirm that this TY2001 revenue is comprised of the 40-cent fee for
Priority Mail manual defivery confirmation multiplied by the TY2001 Priority Mail manual
delivery confirmation volume of 52,221,268. i not confirmed, explain in detail.

{c) Confimm that the TY2001 costs for Priority Mall manual dslivery
confirmation service are expected 10 be $18,068,559 in the absence of the proposed
pricing expariment. It not confirmed, explain in detail.

(&) Confinm that these TY2001 costs of $18,068,559 are comprised of 34.6
cents per piece for the non-electronic cost of manual delivery confirmation multiplied by
the TY2001 Priority Mail manual dellvery confirmation volume of 52,221,269. i not
confirmed, explain in detail.

{6) Confirm that Priority Mail manual delivery confirmation service would
provide $2,819,948 of contribution to TY2001 institutional costs ($20,888,507 -
$18,068,559) in the absence of the proposed pricing experiment. I not confirmed,
explain in detall.

()  Confirm that the TY2001 revenues for Priority Mail manual delivery
confirmation sesvice would be reduced by $1,332,998 (from $20,888,507 to
$19,555,510) under the propased pricing experiment, as a result of waiving the 40-cent
fee for the 3,332,454 piecas of Priority Mail that would have used the service if the
proposed pricing experiment did not take place. if nat confirmed, explain in detai.

{g) Confirm that the non-electronic cost of the additional usage of Priority Mail
manua! delivery confirmation during the term of the proposed pricing experiment is
19,089,868 piaces multipled by 34.6 cents per plece, or $6,598,174. if not confimed,
explain in detail.

(h)  Confimm that if the TY2001 costs for Priority Mail manual delivery
confirmation service under the proposed pricing experiment include the 34.6 cents per
piece non-electronic charge for all Priority Mail pieces receiving manual delivery
confirmation during the test year, the total TY2001 costs would be $18,068,558 plus
$6,598,174, or $24,666,733. it not confimed, explain in detall.

{)  Confim that the contribution to TY2001 institutional costs for the Priority
Mail manua) delivery confirmation service would be negative $5,111,223 ($19,5565,510
minus $24,666,733) under the proposed pricing experiment if the TY2001 revenues and
coss for Priority Mall manual delivery confirmation service Include all of the TY2001
revenues and all of the TY2001 non-olactronic costs associated with the service. if not
confirmed, explain in detail.

RESPONSE:
(a) - (g) Contfinrmed.
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RESPONSE TO UPS/USPS-T1-4 (continued):

{h) - (i) | confirm the arithmetic, but | do not accept the premise that Delivery
Confirmation costs and contribution should be developed in this fashion. My view of
how the costs and revenue consequences of the experiment should be treated is
explained in my testimony from page 8 line 17 through page 9 line 22, and reflected in
Panel C on page 2 of my work paper. With this treatment, the contribution on Manual
Delivery Confirmation with the proposed experiment wouid be $19,5565,510 less
$16,990,516 = $2,564,884. '
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UPSMASPS-T1-5. Refer to page 2 of your workpaper.

(a) Confirm that the 34.6 cents per piece non-glectronic cost for Priority Mall
manual delivery confirnation was obtained from Table 1 of the testimony of Postal
Service witness Davis, USPS-T-30, at 7, in Docket No. R2000-1. If not confirmed,
axplain in detall.

(b) Confirmn that in Docket No. R2000-1, Postal Service witness Mayo (USPS-
T-39), at 56 n.29, applied a contingency to the 34.6 cents per piece non-electronic cost
for Priority Mail manual delivery confirmation to obtain a cost of 36 cents per piece,
including contingency, for Priority Mail manual dellvery confimnation. If not confirmed,
expiain in detail,

(c) Explain why a contingency is not applied to the 34.8 cents per plecs figure
in the TY2001 calculations on page 2 of your workpaper.

RESPONSE:

(a) Not confirmed; see my response to OCA/USPS-T1-4.
{b} Confirmed.

(c) A contingency should have been appiied.
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UPS/USPS-T1-7. Refer to page 4 of your workpaper.

(a) Confirm that 4.2 million piaces of Priority Mail were retail-entered in the
POS system in the week November 25 to December 1, 2000, and that 700,000 of these
pieces had delivery confirmation. If not confirmed, explain in detail.

() Confirm that these figures would be multiplied by a factor of (100/70) to
obtain the total amount of retail Priority Mail during the week. If not confirmed, explain
in detail, ‘

{c) Confirm that the Postal Service assumes that Priority Mail retail customers
that would ordinarily select Delivery Confirmation in the days just prior to the pricing
experiment will not wait to mall Priority Mail pieces until December 1, 2001, despite the
fact that they would receive a 40 cent per piece "discount” if they waited until December
1, 2001, or later. Iif confirmed, explain the justification for this assumption. if not
confirmed, explain in detail.

{(d) Confirm that the Postal Service assumes that Priority Mail retail customers
who would mail these pieces in the days just prior to the pricing experiment, and who do
not ordinarily select Delivery Confirmation will not wait until December 1, 2001, or later
to mail Priority Mail pieces, despite receiving an additional service for free if they wait to
mail until December 1, 2001. If confirmed, explain the rationale for this assumption. If
not confirmed, explain in detail.

RESPONSE:

(a)-(b) Confirmed.

{c) - (d) Confirmed. Although Chart 2 in my testimony does suggest that the holiday
package-mailing season starts the week of November é.s, most of the Priority Mail
enterad during this week appears to represent “baseline” users of Priority Mail. The
average weekly volume for entire period from September 9 to December 1 (cited in part
(b) of UPS/USPS-T1-8) is 3.1 million, so of the 4.2 million pieces mailed during the
mk of Navember 25, only 1.1 million are likely to be non-baseline holiday packages.
The baseline users have chosen Priority Mall in large part because it provides relatively
quick delivery and 1 doubt that many maiiers of the baseline volume would delay mailing
even a single day to obtain Delivery COnﬁrmatlon without charge. Thus, i thinkitisa
reasonable simplification to assume no volume shift from the week of November 25 into
the experimental period.
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UPS/USPS-T1-8, Refer to page 4 of your workpaper.

(a) Confirm that the percentage of pieces of retail-entered Priority Mail for
which the customer purchased delivery confirmation averaged 20.0% over the four most
recent available FY2001 accounting periods starting May 19, 2001. if not confirmed,
explain in detail.

{b) Confirm that the percentage of pieces of retail-entarad Priority Mail for
which the customer purchased delivery confirmation averaged 17.2% during the first
three FY2001 accounting periods trom September 9, 2000, through December 1, 2000.
if not confirmed, explain in detail,

(c) Confirm that the portion of retail-entered Priority Mail for which the
customer selacted delivery confirmation has risen approximately 1.B percentage points
since the first few months of FY2001. If not confirmed, explain in detail.

{d) Refer to page 3 of your workpaper. Confirm that the Postal Service uses
the retail-entered deiivery confirmation percentages from Dacember 2 to December 17,
2000, to derive the amount of delivery confirmation that would taks place from
December 1, 2001, to December 16, 2001, i the proposed pricing experiment did not
~ take place. If confirmed, explain why no adjustment was made for the increased

percentage of retail-entered Priority Mail delivery confirmation that has taken place
since the beginning of FY2001. 1f not confirmed, explain in detail.

(e} Provide the same data contained on page 4 of your workpaper, Weekly
POS Data on Priority Mail and Manual Delivery Confirmation, for FY2000.

RESPONSE:

(a)-(b) Confl_rmed.

(c) Not confirmed. Assuming this part of the question refers 1o the periods
mentioned in parts (a) and (b), 20 minus 17.2=2.8, not 1.8

(d) Confirned. As shown in Chart 2 and discussed on page 3, lines 5-8 of my
testimony, the bulk of window-entered Priority Mall during the proposed experimental
period appears to come from infrequent users. in contrast, volurme in the accounting
periods used to derive the 2.8 percentage point increase appears to come from
individuals and businsases that use Priority Mail more-or-less steadily throughout the
year. Increased Manual Delivery Confirmation usagse by the latter does not necessarily |
imply increased usage by infrequent Priority Mail users, Thus, | believe that it is a
reasonable simplification to assume that the percentage of Delivery Confirmation usage
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during the experimental period would be the same as in the corresponding period last

year,

(e) Comparable data for FY 2000 are not available.
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UPS/USPS-T1-8. Reofar to page 4 of your workpaper.

{a)  Confirm that POS Pricrity Mall has averaged 3.42 million per week over
the four consecutive FY2001 accounting periods starting May 19, 2001. if not
confirmed, explain in detall.

(b) Confirm that POS Priority Mail averaged 3.09 million per week during the
first three FY2001 accounting periods from September 9, 2000, through December 1,
2000. If not confimed, explain in detail,

{c) Confirm that POS Priority Mail volume has risen approximately 330,000
per week, or about 11%, sinca the first few months of FY2001. If not confirmed, expiain
in detail.

(d Confirm that this POS Priority Malil figure would be multiplied by a factor of
(100/70) to obtain the increase in retail Priority Mail. if not confirmed, explain in detail.

(8) Confirm that, on page 3 of your workpaper, the Postal Service uses POS
Priority Mall volumes from December 2 to December 17, 2000 (multiplied by a factor of .
100/70) to derive the retail-entered Priority Mail that would take place from December 1,
2001, to December 16, 2001, if the proposed pricing experiment did not take place. If
oonﬁnned. explain why no adjustment was made for the increased volume of retail-
entered Priority Mail that has taken place since the beginning of FY2001. If not
confirmed, explain in detail.

RESPONSE:

(a) - {c) Confirmed.

{d) - (e) Not confirmed. The apparent increass in retall-entered Priority Mall during FY
2001 on page 4 of my workpaper may simply reflect an expansion in the number of
POS sites for which data are Included in the tabulations provided to me. If so, the
percentage of revenue recorded at POS sites may have increased and the magnitude of
the necessary adjustment for non-POS sites commeapondingly decreased. See also the
expianation of what the 70% figure represents in my response to UPSAUSPS-T1-1.
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UPSAUSPS-T1-10. Refer to page 1 of your workpaper.

{a) Confirm that the Postal Service assumes that 19,069,868 additional
pieces of Priority Mail will recelve manual delivery confirmation service during the
December 1 to December 18, 2001, period, or approximately 1.2 million pieces per day,
counting Sundays. If not confirmed, explain in detail.

(b}  Confirm that, absent the proposed experiment, manual Delivery
Confirmation volume would be expected to be 3,332,494, or about 200,000 pieces per
day during this same period. if not confirmed, axplain in detail.

(¢)  Provide all supporting studies and analyses that evaluate the Postal
Service's ability to handle an increase in manual Priority Mail delivery confirmation of
neary 8 times normal volume without incurring increased unit costs for the service (e.g.,
from the incurrence of overtime).

RESPONSE:

(a) Contirmed; this is 100% of the projected candidate volume.

(b) Confirmed.

(c) No such studies have been underiaken. i have simply used test-year unit m.
which represent an average over the entire year. While the projected weekiy Delivery
bonﬁnnation usage during the experiment represents a very large increase over
average weekly usage, the additional workhours required by this increased usage are
small when compared to baseline total workhours by windowlclorks and city and rural
carriers. Thus, | believe that the assumption of constant unit cost is reasonabile.
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UPS/USPS-T1-11. Confirm that each retall Priority Mall piece that would have bsen
mailed after December 16, 2001, but instead is mailed during the proposed pricing
axperiment, will incur an additional cost of 42.4 cents per piece (7.8 cents for electronic
services plus 34.6 cents for manual services) for delivery confirmation without the
Postal Service receiving any offsetting additional revenue. if confimed, explain what
studies have been conducted to show that any benefits to the Postal Service of earlier
maifing will offset this additional cost. If not confirmed, expiain in detail.

RESPONSE:

Confimed for those pieces that would not have used Defivery Confirmation if mailed
after December 16, 2001. WIith respect to studies of offsetting benefits, see my
response to part (c) of UPS/AUSPS-T1-3. |
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COMMISSIONER COVINGTON: At this time I would like
to ask if there is any additional written cross-examination
for Witness Donald J. O'Hara?

MR. MCKEEVER: Yes, Mr. Commissioner, we do have
some.

COMMISSIONER COVINGTON: Mr. McKeever?

MR. MCKEEVER: May I approach the witness to
provide him with a copy?

COMMISSIONER COVINGTON: Yes, you may.

(The document referred to was
marked for identification as
gxhibit No. UPS/USPS-T-1 (12
through 18, 20 through 23, 25
through 30, 33, 35 through 42,
45, 47 and 51).)

MR. MCKEEVER: Dr. O'Hara, I just provided you
with a copy of your responses tc the following UPS
interrogatories designated as UPS/USPS-T-1 (12 through 18,
20 through 23, 25 through 30, 33, 35 through 42, 45, 47 and
51.) I hope the pack is complete. Some of these I just
received this morning.

THE WITNESS: Right.

MR. MCKEEVER: If you could take a minute, Dr.
O'Hara, to take a look at them, and then I would ask you if
those gquestions were to be asked of you today, would your

Heritage Reporting Corporation
{(202) 628-4888
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answers be the same?
THE WITNESS: Yes, they would.
MR. MCKEEVER: Mr. Commissioner, I move that the
additional written cross-examination of United Parcel
Service of Postal Service Witnesg O’'Hara in the form of his
answers to Interrogatories UPS/USPS-T-1 (12 through 18, 20
through 23, 25 through 30, 33, 35 through 42, 45, 47 and
51}, be admitted into evidence as additional written
cross-examination of Dr. O'Hara.
COMMISSIONER COVINGTON: All right, Mr. McKeever.
In light of this I will allow that written material to be
admitted into evidence, and I would direct that the reporter
also transcribe these documents.
{The document referred to,
previously identified as
Exhibit No. UPS/USPS-T-1 (12
through 18, 20 through 23, 25
through 30, 33, 35 through 42,
45, 47 and 51), was received
in evidence.)
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UPS/USPS-T1-12. Refer to page 14, lines 1-3, of your testimony, where you
state that “[w]ith respect to the impact on competitors...the Postal
Service...anticipates that the experiments impact would be minimal.”

(a) Provide all empirical data upon which you rely that supports the assumption
that the experiments impact wili be minimal. '

(b) Did the Postal Service consider the impact of the experiment on compaetitors
in deciding whether to go forward with the experiment? if so, describe the factors
which were considered and describe the relative weights the Postal Service
assigned o each factor.

RESPONSE:

{a) {n addition to the considerations discussed in my response to UPS/USPS-T1-
13, | did consider whether witness Musgrave's Priority Malil volume forecasting
mods! could be used to obtain even rough quantitative information on the
potential for increased Priority volume as a result of the proposal. While the
model would not have distinguished between expanded use of Priority Mail by
existing USPS customers and increases due to volume shifts from competitors, .
the total volume increase would have provided some Indication of the upper limit
of the effect on competitors. | concluded, however, that because the model had
been designed to provide quarterly forecasts of total {(not just window-entered)
Priority Mail for a period of several years in response to price changes that
(customers expact to remain in effect for at least several quarters, the
specification of the model, as reflected for exampie in witnass Musgrave’s choice
trail, could render it ill-suited to analyzing a temporary and brief (about one-sixth
of one quarter) change in the fee of an ancillary service ordinarily associated with

only a modest faction of Priority Mail.
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{b) Yes; see my testimony at page 14, lines 3-8. As indicated there, the most
important factor was that commercial shippers already have access to slectronic
Delivery Confirmation without charge if they choose to use Priority Mail instead of
a competitor's service. As a result, the experiment would have no impact on

position of Priority Mail refative to competitors’ products in the commercial

shipping market.
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UPS/USPS-T1-13. Have you or anyone else in the Postal Service studied,
investigated, or otherwise evaluated the potential volume shift from private
delivery companies that may resuit from the proposed suspension of the fee for
Manual Delivery Confirmation? if so:

{a) Describe the studies in detail.

(b} Describe the resuits of the studies.

(c) Provide the studies and all repotts or other documents generated as a resutt
of those studies.

RESPONSE:

(a) - (c) No studies were conducted and no reports generated. As stated in my
testimony (page 14, lines 1-8), the effect on competitors was evaluated and
judged to be minimal based on the limited scope and duration of the experiment
and on the established avaitability of electronic Delivery Confirmation without

additional charge in conjunction with Priority Mail for commereial shippers.




RESPONSE OF POSTAL SERVICE WITNESS G'HARA TO INTERROGATORIES OF
UNIVED PARCEL SERVICE

UPS/USPS-T1-14. Have you or anyone else in the Postal Service studied,
investigated, or otherwise evaluated the potential volume shift from Parcel Post
that may result from the proposed suspension of the fee for Manual Delivery
Confirmation for Priority Mail users? if so:

(a) Describe the studies in detail.

(b) Describe the resuits of the studies.

(¢} Pravide the studies and all reports or other documents generated as a resuit
of those studies.

RESPONSE:

(a) - (c) ¥ considered the potential for Parcel Post volume shifting to Priority Mail
as a result of the experiment, and concluded that while some shift would
probably occur, the potential magnitude was small enough that it could
reasonably be neglected in evaluating the financial and other impacts of the
experiment. My reasoning was as follows. 'i‘he great bulk of Parcel Poét {about
80%) is mailed at workshared rates. The alternative of faster Priority Mail |
delivery combined with no-fee electronic Delivary Confirmation has been
available to these shippers for soma time and yet they have opted for
rate/servica combination provided by workshared Parcel Post. The experiment
would not change the options available to these shippers, so there should be no
* shift to Priority from the 80% of Parcel Post that is workshared.

The experiment would change the options available to single-piece
package mailers who would choose to use Parcel Post absent the experiment.
However, the volume of window-entered Parcel Post is only about one-sixth the
volume of window-entered Priority. Within window-entered Parcel Post, the
experiment would be most (ikely to induce shifts to Priority Mail by mailers who
value Delivery Confirmation enough to purchase it at the current fee, which is

only about §% of window-entered Parcel Post at present. Thus,'aithough some
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shift from window-entered Parcel Post to Priority can be expected, it is fikely to

be sufficiently limited that it can reasonably be neglected.
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UPS/USPS-T1-15. Refer to page 8 of your testimony, where you discuss
methods the Postal Service intends to use to inform customers about the limited-
time offer of free delivery confirmation.

(a) Describe the window cards and other displays to which you refer on page 8,
line 6, of your testimony.

(b) For each window card or display, state the costs involved in producing and
displaying it, on a per-piece and total aggregate basis, and identify the class or
classes of mail to which that cost is attributed under the experiment.

{¢) Provide a copy of sach window card or display.

(d) Regarding the press coverage to which you refer on page 8, line 3, of your
testimony, describe the press coverage the Postal Service intends to-use, the
cost of that press coverage, and whether that cost is included in the cost for
delivery confirmation contained in your testimony and workpapers. Provide a
copy of all press releases developed regarding the proposed fee suspensicn.
(e) With respect to the jocal postmaster customary holiday communications with
their communities to which you refer on page 8, iines 13-14, of your testimony,
describe these customary communications. identify the costs of these
communications, and state whether any of these costs are inciuded in the cost
for delivery confirmation service contained in your testimony and workpapers.
(f) Refer to page 2 of your workpaper, in which you identify a “cost of informing
customers” of $150,000. Describe in detail the components of that cost, the

products or services purchased or to be purchased by the Postal Service that are”

included in that cost, and how the figure was calculated.

RESPONSE:

(a) & (c) The window cards and other dlsplayé are still under development; no
coples are available.

{b) Costs for individual items are not available; the estimated aggregate cost is

'$150,000. In page 2 of my workpaper, one-half of this cost is afirfibuted fo
;

Delivery Confirmation and one-half 1o Priority Mail, as explained on page 9, lines
13-18 of my testimony. | |
(d) & () No costs for prass coverage or local postmaster holiday
communications are included In my workpaper, it is my under_standing that the
costs of such activities are generally treated as institutional. The only press
release thus far is that announcing the filing, a copy of which is attached. Postal
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Bulletin 22036, pages | through 15, also attached, contains examples of
materiais deveioped to facilitate iocal postmaster holiday communications.

(f) The $150,000 “cost of informing customers” in my workpaper is the estimated
qut of the window cards and other display items referred to in parts (a) - (c) of
this interrogatbry. For information on how this estimated cost was developed,

please see my response to OCA/USPS-T1-3.
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USPS Wab Site: www.usps.com
Holiday Mall-Eady Incentive
NO-FEE TRIAL PERIOD FOR DELIVE_RY CONFIMATION
PROPOSED FOR DECEMBER

WASHINGTON -~ The U. S. Postal Service yesterday filed for an
exparimental no-fee trial period for its delivery confirmation service for Priority
Mail. The trial period will run from Oecember 1 through December 16, 2001.

Delivery Confirmation for Priority Mall enables customers 1o follow the
status of their Priority Mail, providing the sender with delivery information,
including date and time of delivery, forwarding, or retum status,

“This is a great way for customers to learn about this recant service
introduction and should encourage customers to mall early during the busy

 holidey malling season to take advantage of the offer,” saki Anita Bizzotto, Chief

Marketing Officer of the Pestal Sarvice. "By mailing as sarly as possibie in the
season, customers help the Postal Service o better mange this extremely busy
time of the yesr.” '

This imitad time offer waives the regular 40-cent fee. if approved, it will
provide many customers with their ficst experience with this value-added service.
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POSTMASTERS
SUBJECT: Holiday 2000 Publicity Kit for Postmesters

The U.S. Postal Servica is ready for the "Wholideys." This yesr we sre besing our holidey theme
Service wit use the joyAd spirit of fve Whovile chanaciens (o Hromote our smant shinping solutions
for busy customan this seeson.
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customers. The emphasis wil be on tha convenience we provide as ihe one-siop shop for all the
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m.mmmmm.mmmmmmammmw
ideas.
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that repdrters will be coming 1o you for malling information and human-interest stories. 11's & good
time K promote the caring aciivities of your employses. We are aiso jcining with Universal and
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Holiday 2000 Pubiicity Kit for Postmasters

"Happy Wholidays!” This year's U.S. Postal Service holi-
day campaign will ride the wave of fun and holiday cheer
associated with Universal Studio’s Novembar release of
Dr. Seuss’ How the Grinch Stole Christmas. Using the mov-
ie's feel-good theme and imagery, postal in-sfore messag-
ing and merchandise, as weil as TV and print advertising,
will leverage the movie's Whoville community and prormi-
nently featured Whoville Post Offica. “Wholiday® is Grinch-
speak for holiday.

Special die hubs on automated facer-canceler machines
will bagin spraying "Happy Who-lidays from the L.S. Postal
Servicel” on cards and lefiers in early November.

Helping You Leverags the Holidays

Postal retall units offer residertial customers many ad-
vantages during the busy holiday period. Spread the news.
Your post offica provides more than stamps. Availabikity of
packaging matertais makes mailing aasy, convenient, and
affordable for customers in a "Heckuvarush” (postmark on .
the movie's Whoviile Post Office mail).

This kit wilt heip you share important holidsy mailing in-
formation through your local news media and generate
positive publicity for your offica’s activites. Included are fX-
in news relsstes on product and sarvice pramotions, ax-
tended hours, options for buying stamps, stocking-shiffer
gifts. and heipful tips on package wrapping and correct
addressing. .

Take advantage of the apportunity 10 talic with news re-
porters. This is the one time of year that the nows media
ard sager to,come © you to discuss mailing options and
deadines, Saata istiers, and othar caring activities involv-
ing your smpioyess.

For additional information and advice on publicity, con-
tact your area Public Affsirs and Communications Office
and the communications program speciakist who covers
your parformance cluster.

Holiday 2000 Promotional Materiale

Every postmaster was mailed a 90-Oay Calender and &
Communications Kit that included Hofiday 2000 retai lobby
signs.

These promotional materials should now be on display
in all post cffices. Postmasters needing additional promo-
tional materials may call the Holiday 2000 Hotline -at
888-999-6623.

Holiday 2000 Advertising Campaign

The Postal Service and Universal Studios have entersd
into & licensing agreament surrounding tUniversal's movie
release Dr. Ssuss' How the Grinch Stole Christmas, star-
ring Jir Carray as the Grinch.

The Whovills Post Offica is ana of the kay locations faa-
tured in the fiim, and as with most small lowns, the post
offica is the heart of the town. In the fim the Whoville
postal employees embody the apirit of Whoville and the
"Who-lidays.”

USPS will use the filin, and more specifically the Who-
ville Post Qffics, as the corporate-wide thema for the Holl-
day 2000 Advertising and Prometion Campaign, which will
tun from November 1 to January 7. The campaign will in-
clude television, print, and in-stors point-of-purchase mate-
rials, along with public and employes communications.
While framesd by the Whoville thumae, the focus of the cam-
paign will bs on USPS products and setvices as smart solu-
tions that customers need during the hectic hofiday sesson.

Bath TV and print ads focus on convenience for the busy
holiday shopper who can purchase, pack, and ship gifts at

" one focation ~ their local post office. Featured products

and sarvicas are Priority and Express Mall, packaging sup-
plies, Whavilla-thamed gilts and stationery, money orders,
a:_'id phone cards,

The Postal Store at www.usps.com

The naw Poatal Store is onfine at Mip-fiwww. ysps.com.
The Postal Store offers customers ihe spesd and conve-
nience of secura oniine shapping 24 hours a day for postal
products such as stamps and philatelic items, FIRSYT-
CLASS PHONECARDs, stamp-themed ststionery, and
USPS Pro Cycling Team geat. The Postal Slore sits re-
piaces StampaOniine and is poisad to bacome a one-siop
oniine shop for sverything posial

Tha Fostal Store can help reduce lobby nes. By pro-
maoting the shop-at-home convenience of the Postal Store,
you wif snhance customer salisfaction and improve opara-
tionel efficiency white still getting credit for sales. Oniine
sales are credited back to post offices basad on the S-digit
2IP Code of the customer's biling address.

Onling stationery and apparel ilems are offered for the
same price as USPS retail store items, plus a chemge for
shipping and handling. Stamp orders ars handled through
the Stamp Fullimant Services contsr. Orders should bs
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ptaced no later than December 18 to guarantee defivery be-
fore Christmas day.

Kay “Wholiday” Season Messages

& We are providing ease-of-use for our customers this
Wholiday seascn, making their hectic shopping sea-
son simpler with convenient services and gifts.

= Reduce long lines by promoting altemative outlets for
stamp purchases.

8 With the growth in intemat shopping, remind custom-
ers of the valua of Priority Mai shipping and suggest
thay request it from thair e-tailer for their onfine gift
purchases.

First Book Charity invoivement — A Promotional
Partnershlp {0 Help Disadvantaged Children

As pant of this year's holiday promotion with Universal
Studios and our commitment to literacy, the U.S. Postal
Setvice is parinering with First Book, a national nonprofit
organization with a mission to give disadvantaged clyidren
the opporunity to read and own new books. First Book
supports focal tutoring, mentoring, and lamily Reracy
programs.

From November f through January 7, more than 32,000
post officas acrass the country will display posters promot-
ing First Book Day, encoumglngmaomerswsondachrld
abookthisWholldaysoam

AF’lrstBookDaykld:-offeommnyvnﬂbeheldNom
ber 1 in New York City, featuring a guest appssrance by
Ron Howand, director of the mavie Or. Seuss’ How the
Grinch Stole Christmas, and New York school children.
New York postal employses will also participate in the event
by patkaging books for delivary 1 a locsi school,

Retai customors who express an interest in First Book
are encouraged to viait hitp:fiwww: firstbook.ang or write to:

FIRST BOOK

1319 F 9T Nw STE 1000

WASHINGTON DC 20004

_Other participsting pariners in the First Book Duy
pmoﬁonaﬁamauoblem Keilogg's, Nabisco,
Rancom House Children's Books, Visa, Wendy's, and
Ziploc. :

Hollday 2000 Stampe

Due to the pending increase in First-Class postage and
a lurge inventory of last yser's holidey stamps, the planied
holiday stampa for 2000 will not be issued untl 2001. Exist-
Ing supplies of 1999 holidsy stamps will be supplemented
this year with a reprnt of the Hofday Greslings (Deer)
stamp.

The following inventory of 1939 holiday stamps will be
avaiiable for this holiday seasomn:

Stamg , Stamp Type

Hanukiah (Holidsy 1 Seif-Adhesive Pane of 20

Calebrations)

Holiday Grestings (Deer) Seif-Adhesive Pane of 20
Selif-Adhesive Booklet of 20

| Seit-Adhesive Vendibie o 15

Vivacini's Madonna and Chid | Self-Adhesive Pane of 20
{Holiday Traditional)

Kwanzaa (Hoiiday Celebrations) | Self-Adhesive Pane of 20

Holiday 2000 Publicity Tips

1. Use the sampie news releases included in this kil or
develop your own, Send the completad releases o
local newspapers, radio, and television siations. Sev-
eral days after mailing your release, follow up with
a phone call 1o the local reporter, ediior, or news
director.

2. Plan special events o get media attention. Special
avents could include:

& MHosting a wrapping damonstration in tha post of-
fica lobby.

® Heiping promiote the First Book charity by bringing
a group of children in for a reading of How the
Grinch Siole Christmes. You can-also provide a

photo opportunity-and promote Priorty Mail by -

demonstrating how customers can bring their
book donations in to mail. )

® Hoiding & Happy Wholidays customer appreci-
ation event o kick off the holiday matling season.
Feature gift idaas at the post office as wel! as mail-
ing tips to avoid holiday giitches.
Note: Graphics used for the in-store messaging
are liconsed and should not be copied for other
uses. Avoid featuring or calling attention to the
Grinch.
3. Call local radio and television nows and talk show
producers. Offer 1o guest on programs siring before
Christmas to discuss maillng deadiines, proper ad-
dressing and packaging, and the holidsy gifts avail-
sbie at your post offics and the new Postel Store
online,
4, invite radio and television stations to:
= Do a‘live remote” on Decamber 11 or 18, the busi-
o3t maliing days.

= Deliver mail with a carriar on Decamber 13 or 20,
the busiest dalivery days of the year.

a Follow smployees, dressad as “Sants's helpers.”
deiivering Express Mai items on Chrisimas Eve or
Christmas Day (if applicabls).
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5. Provide raporters and editors with the handy Hoiiday
Maliing Tips sheet in this kit. Consiler making copies
of the Holiday Mailing Tips available to your post of-
fice lobby customers as weil,

Holiday 2000 Sesson Outlook

# The domestic Christmas holiday mailing season be-
gins after Thanksgiving and ends on December 31.
We expect Americans to mail more than 20 billlon
mailpleces — up 3 percent from last year.

& On an average day from October through December,
the Postal Service receives about 100 million letters
and cards nationwide. This number is expected to in«
crease to 150 million a day from November 24
through December 39.

® Pradictions are that more people wil be shopping
through the Intemet this holiday, which means more
parce! deliveries. We anticipate an increases in Prior-
ity Mail and Standand Mall (B} parcels of 5 percent, or
about 9 million more pieces than last year's holiday
$6830N,

» The "busiast mail day" will ba Monday, Decamber 11.
Wae axpect to cancel approximately 280 million cards
and letters on that day. Monday, December 18 will
also bs a busy mai day. The busiest delivery days
will be Wednesday, Decamber 13 and 20.

8 We don't have suggested holiday mail deadlines for

domestic mail. Our goal this hofiday is to deliver in-
creased holiday mail volumes at our normal year-
round service lavels. Deilvery standards vary
according to location {on average: First-Class Mail
lakes one to three days; Priority Mail takes two 1o
three days; Standard Mall (B}, or Parcel Post, takes
one day per zone; and Express Mail is guaranteed for
ovemight delivery to most major cities). Post offices
can provide information on local delivery standards.
We want o encourage our cusiomers to keep
mailing — even at the last minute! However, we ask
the general public to mail early to prevent a backup of
mail during Christmas week.

To move the large volumes of mail during the hoiiday
season wa will odd the following: temporary process-
ing facilities; three holiday network hubs with more
than 80 supplemental airplanes dedicated entirety to
moving the mail; hundreds of added truck connec-
fions; and dozens of additional trains. We will aiso put
about 80 milflon more mail sacks and trays in service,
Nationwide, we plan to add about 40,000 temporary
holiday employees.

Hollday 2000 Maliling Tips

Advice for customers on how to avoid “gliiches® affecting
delivery of their hoiiday madings.
Addressing Tips

a8 Writs, type, or print the compiets address neatly.

= Always use a complete retum address. )

® Always provide compiets sddress information, such
as AVE, BLVD, and ST. Always use the apartment or
sulte number as well as cormect directionals such as
N, W, and SW.

s Don'tiet anincomect ZIP Coda creete a giitch in time-
iy delivery of cards and latters. Local post offices and
the Postal Service Web site, hip/iwww.usps.com,
offer ZIP Code information. (For post offices coversd
by the Nationei Cell Centers, you can siso publicire
the toli-free phone number.)

Packaging Tips

8 Select a box that's strong snough (o protect the con-
tents. Laave space for cushioning inside the carton.
[ anammmmm«Mu
newspaper, bubble wrap, or Styrofoam psanuts,

Plain air-popped popcomn is also good for cushion-
ing — it's inexpensive and snvironmentatly friendly,
and you can string leftover popcom for holiday
decoration.

Always use tape that is designed for shipping, such
a8 pressurs-sensitive iape, nylon-reinforced craft pa-

per tape, or glass-reinforced pressurs-sensitive iaps.

Never use string or twine i secure a package.

The only addresses on packages for mailing should
be the delivery and retum addrasses. it's also a good
idea tv piace a retum address label inside the
package.

Carsfully pack glass and fragile hollow items, ke
vases, with newspaper or packing material to avoid
damage due to shock. Whan malling framed
photographs, take the glass out of the frame and
wrap it separately.

Remove batteries from toys. Wrap and place them
next 10 the toys in the mailing bex.

Packages that weigh at iesst 1 pound must be taken
into the post office for malling.
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Holiday 2000 Speciai Tips

Purchase conveniant packaging materials, including
boxes and padding, at your locat post offics. Express
Mail and Priority Mail boxes, snvelopes, and tubes
are free.

All former package markings and labels musl be ra-
moved before a box can ba reused for maiting. Par-
cals cannot be accepied if markings visibly indicate
that the box was used for shipping hazardous mater-
at. Wrapping boxes to cover markings is not suffi-
ciert. If the wrapping is damaged and markings
bacoma visible, the package will be returned to the
mailer.

Access the Postal Senvice's Wed site,
hitpliwww.usps.com, for postage caiculations, post
offica locations, ZIP Code lookup, plus stamps and
unique gifts at the Postal Store. (For past cffices cov-
arad by the Naticnal Cali Centsrs, you can siso pubil-
cize the foli-fres phone number.)

{in areas where we have contracts with Mail Boxes
E1c.} Mail Boxes Etc. centers are now fully authorized
United States Postal Sarvice retailars offering Priority
Mail, Express Mail, and siamps at many locations
with convenient hours to accommodate your holiday
mailing and shipping needs.

Avoid waiting in lina to purchase holiday stamps

by using Stamps-By-Fhone {1-800-STAMP-24),
Stamps-By-Mail, and postal vending machines, of go
onfine to the Postal Store &t htipiliwww.usps.com.

Don't forget, 1ast-minute packages can still be deliv-
ered Christmas day to most major metropolitan areas
via Expreas Mail, (indicate Christmas Eve hours or
location of clasest cpan office).

Procrastinating international mailers should not de-
spair. Global Priority Mall averages three to five days
to many countrias for ilems weighing up to 4 pounds.
Express Mail Intemational Service averages two to
thres days to most major cities, and Global Express
Guarantesd, -our fastest intemational delivery ser-
vice, provides day-certain guaranteed deiivery in two
days.

For those traditional domestic procrastinators, we of-

fer Priocity Madl, which gets packagaes (o their destina-’

tions in two to thrae days. I's a great buy at $3.20 for
up to 2 pounds. For $11.75, we also have Express
Madl service that gets mail to most major cilies
ovemight.

Want to know when your package was delivered?
Dalivery Confimation service is available for Priority
Mail and Standard Mail (B) (Parcel Post) shipmants.
For a fes of 35 cents, customars receive a tracking
number and can retriave delivery information through
the Postal Service Web site or a tollfres telephons
number. -
Shopping ontine? Don't forget 10 request the best-
value shipping solution, Priority Mail, from your onilne

* retaller for alt of your Whollday gifts.
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Holiday 2000 News Releases

Naws rejaases shouid be typad on postal leiterhend and double-spaced. The CitylState on the first line should indicate the
site whera the release onginates. :

FOSTALSERVICE POSTAL NEWY/S
{date, year)

FOR IMMEDIATE RELEASE {Contact Name)
{Contact Phone}

POST OFFICE READY FNR THE HOLIDAYS

{CITY, STATE) -~ The (cily) Post Office has preparad for your "Wholidays® and is rsady lo take cars of (city) resident's
mailing needs during the holiday season.

*About 20 billlon cards, letters and packages will be mailed nationwide between November 24 and Dacamber 31, up
three percant from last year. This ransiates io about 150 milikon cards and letters a day, compared 1o 100 miilion on an

average day,” said Postmastar (full nama). “Here in (city}, we anticipate delivering an additional (numbar} cards, fetiars and -

packages during this time.”
To move these large volumes of mall nationwide the U.S. Postal Service has added more transportation, more process-
ing facilities and more temporary holiday empioyees. With upgrades to mail processing aquipment, more handwritten cards
- and lettars will be “read” and sorted by automation than avar before.

30—
UNITED STATES
POSTALSERVIEE POSTAL NEW/S
(date, year}
FOR IMMEDIATE RELEASE ) : {Contact Name)
{Contact Fhone)
(CITY) POST OFFICE OFFERS TIPS TO ACCOMMOOATE WMAILERS
‘ AND AVOID THE “WHOLIDAY™ GLITGI-I?S

(CITY, STATE) ~ This year the (city) Post Office offers axtended hours and new servicas designed to bring enhanced
eane-of-use for postal Gistomens malling holiday items. .
"We have 8 number of new options that will make the mailing experiencea et our post offics fast and conmveniant for cus-
tomers,” says (city) Posimaster (full name). lustrating the point, Postmasier (st name) offers the following list of “Wholi-
day heipfuts™
Spaecisf hours, deilveries and conveniences
# To help customers this holiday season, we have earier and iater hours. (List extended hours and any Sunday office
hours.) (For post offices caverad by the Nationsl Calt Canters, you can also publicize he toli-ires 800 numbet.)
u (In areas where we have contracis with Mall Boxes E1:.:) Mail Boxes Etc. canters are now fly suthorized United
States Postal Servics retailers offering Priority Mall, Express Mall and stamps at many locations with convenient
hours 1y accommaodate your holiday maiing snd shipping nesds. ’
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s e will deliver Express Mait packages on Chrisimas Eve and Christmas Oay.

s We accept all major debit and credit cards. Check out the special holiday VISA card sweepstakes to win all your hoti-
day purchases and a $1.000 gift card:

Stamps offer selection with sase

| We have a wide variety of self-adhesive holiday stamps: Vivarini's Madonna and Child, Hanukkah, Kwanzaa, Deer,
as well as a stightty smatier version of the Oeer stamps offered through vending machines.

» Most holiday stamps are available al selected grocery siorss, banks and various other locations, There is aiso a tolk
free number, 1-800-STAMP-24, for ordering stamps. Stamps can also be ordered oniine from the Postal Store at
WWW.USPS.COM,

w Priority Mail and Express Mail stamps are avalable for last-minute mailings.

» Forms to receive Stamps-By-Mail are available from letter carriers, and rural carmers can sell stamps on their routes,

Hollday heip
s Cail the post office (provide number: for offices under the call center system, give the 800 number) or tha holiday mail
information hotfine (if applicable) for answers to guestions about mailing ogtions, best dates to mail and packaging
pointers. :
= Tha Postal Service's Web site - www.usps.com —- also offers advics, ZIP Codas, post office locations and other
heipfut information.
*As thesa reminders Mustrate,” Postmaster (last name) said, “the Postal Servics has many options fo help customers
complete their ‘Wholiday' maiiings with sase and greater convenience.”

-30-
wems  pOSTAL NEW/S
(dﬁt., yaar) ) ‘ | '
FOR IMMEDIATE RELEASE (Contact Name)

{Contact Phone)

POST OFFICE ASKS CUSTOMERS TO MAIL EARLY:
AVOID THE UNEXPECTED “WHOLIDAY™ GLITCHES

(CITY, STATE) — With the volumes of cards, letters and packages sxpected fo mushroom with the countdown 1o the
holidays, {city) Postmastar (name) advises customers to mall sarly. “Our goal is 1o deliver increasad holiday mail volumes
st our normal year-round setvics levels,” says (ast nama). “Although we have mken extrs messures to handle the added
volume, we aps asking customers to mail early 10 avold 8 backup of mail the last days befors Christmas.”

1).S. Postal Servics customners will bring 20 billion maiipieces to post offices during the holiday season, from November
24 through December 31.

Postmaster {last name) seid that customers can help speed post office transactions by providing retall clerks with ful
information on packages. such se requirements for insurance, delivery confiemation and desired time for package amrival.

mmwmmnmmm

8 Write, type or print the delivery address neatly.

u Always use a retum address.

8 Always use complets address information, such ss AVE, BLVD and ST. Use the apartment or suite number aa well as

correct directionals, such as N, Wand SW.
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s Don't let an incomrect ZIP Code delay delivery of cards and letters. Local post affices and the Postal Service Web
site — www.usps.com — offer ZIP Code information. (For post offices covered by the National Call Centers, you can
atso pubticize the toll-free 800 number.)

a Select a container that's strong enough to protect the contents. Leave space for cushioning inside the carton.

= Always use tape that is designed for shipping, such as pressure-sansitive tape, nylon-reinforced craft paper tape or
glass-rainforced pressure-gensitive tape.

@ Plain air-popped popcomn, shredded or rolied newspaper. bubble wrap or Styrofoam peanuts work well for cushioning
package contents.

» The only addrasses on packages for mailing should be the delivery and return addresses. It's a good idea atso to
place a return address label inside the package.

s Carsfully pack glass and fragile hollow items, like vases, with newspaper or packing material to avoid damage due to
shock. When mailing framed photographs, take the glass out of the frame and wrap it separatety.

® Packages that weigh at lsast cne pound must be taken into the pest office for mailing,

= Access the Postal Sarvica's Web site — www.usps.com — for postage caiculations, the latest address inronnétlon.
and unique gifts at the Postal Store.

® When writing to Santa, be sure to uss a retum addrass. Santa may write back!

“The 'Wholidays' are here, and we want {0 make sure your mail Nes like an eagls and is deliverad on tUme. Just help us

by mailing aarty,” (Iast name) said. :

-30-

Sumas=  pOSTAL NEWS

(date, year)

FOR IMMEDIATE RELEASE (Contact Namae)
' {Contact Phone)

(NAME) POST OFFICE EXTENDS HOURS FOR THE HOLIDAY SEASON

{CITY, STATE)} — The {city) Post Office, {addrass), will axtend is business hours for the 2000 holiday maifing season,
says (city) Postmaster (full nama).

The new hours will be from (st new hours) beginning (date) and continue through (date), (he/she) said,

{If applicable:) "We will also be open on Sundays beginning (dute) between the hours of (Tist times),” Postmaster (tast
name) added”

Postmaster (last nama) ats0 reminds customers of other conveniant sarvice options such as Stamps-By-Mail, Stamps-
By-Phone (1-800-STAMP-24) and the Postal Stors on the Postal Service Web site at www.usps.com.

-30~
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B2 i czrvice POSTAL NEWY/S
{date, ysar)
FOR IMMEDIATE RELEASE {Contact Name)

(Conlact Phone)

MANY {CITY) POST OFFICES OPEN SUNDAY(S) THIS “WHOLIDAY™ SEASON
EXPRESS MAIL WILL GUARANTEE CHRISTMAS DELIVERY

{CITY, STATE) — Time keeps on slipping for procrastinators that have not yet sent off holiday cards. letters and pack-
ages. “To help easa the last-minute "Wholiday' rush, a number of {city) area post offices will be opan on Sunday(s),
Oecember (give date(s]).” sald (cily} Postmaster (fuil name). _

(if applicable:) “(City} post ofca(s) will aiso be open on Sunday, Christimas Eve day, Dec. 24, for reguiar custumer ser-
vice hours and parcs! nick up,” added Postmasier {last namas). (See sftachad list) {if applicable, includs information per-
taining to other hdiday celebrations, such as Hanukkah and Kwanyaa.)

To have fast-minute holiday gifts and cards smmive on time, Postmaster (fast name) advises customers {0 use guaranteed
ovarmight Express Mail, which is delivered avery day of the year — aven Christmas Day.

{List loca! plans for mail collection or processing on Christmas Eve.)

{if applicable:) As g reminder, thn{faahty nams), (addrass), is open avery day of the year, including Chnstmu Qist
hours),

Post uffices will ba closed on Christmas Day, (last name) added.

cTp]
— =

[Altach a page to your press release kisting the fuﬂ schedule, Including operaﬁhg hours ofpoat offices open Sunday and
ather special holiday hour informaticn.]

POSTAL SERVICE POSTAL NEWS

{dats, yaar)

FOR IMMEDIATE RELEASE {Contact Name}
{Coniact Phone)

.O

BRING PACKAGES INTO LOCAL POST OFFICE FOR WEIGHING

{CITY, STATE) — The U.S. Postal Service remaine sn Important part of a govemment serviGe that strives to ensure the
safaty of the public and its empioyees, sspecislly during the holideys, seid (city} Postmaster (Ul name).

B mfie i cboimicd slafacis cn & resei;des do Calhsl foaidmmbn &rnsiat oo wliv niee ol annh whean mailing stamnsd s,
T OTO8T 1) WVOW UTWYS, BE & IDTTIMRAR B (W) | TDWITE R, JPWemel SWuwl Ry (Wiwmg Suw Sppny v van st g v 1ipree ey

ages that weigh one pound or more.

“Even if you've carefully caiculsted and appliad the corract amount of postage, mmmmmbm
post office for mailing,” (last name) seid.

Parkanas found in mail collection boxes, mdMMmmmwmm Postmaster

{last name) expisined, The only exceptions are business packages and letters that use metared postags, (ha/she) added.
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Packages for international destinations, including military APO and FPQ addresses, have special customs requirements
and must also be mailed personally at the post office, (last name} added.
In addition, (last name) reminds customers that all former package markings and labels must be removed before a box
can ba reused for mailing, Parcels cannot be accapted if markings visibly indicate that the box was used for shipping haz-
. ardous material. Wrapping boxes to cover markings is not sufficient. if the wrapping is damaged and markings become
visible, the package wili be returned to the mailer.

—30~

POSTALSERVICE — POSTAL NEWS
{date, year)

FOR IMMEDIATE RELEASE - (Contact Name)
(Contact Phone)

NEED GIFT IDEAS THIS “WHOLIDAY™?
POST OFFICE IS A GREAT PLACE FOR “STOCKING™ UP

(CITY, STATE) — We've all been through it. You have ta buy a gift for the office grab bag. Your Uncle Ray unexpectedily

sends you a gift, now you have to get ons for him. You forgot to get somathing for the newspaper boy. And, it's that time of
year again.

“Come to the post offica,” says Postmaster (full name). “We have a variely of gift items for your holiday giving,” including

the following:

® STAMPS are a practical gift because everyone needs and usas them. Plus, wﬂh the variety of stamps, customers are
sure to firdt 8 subject to fit the interests of the gift recipient.

s BOOKS FOR COLLECTING AND DISPLAY such as The 2000 Commemorative Stamp Yearbook, lustrating the
stamps of tha past year and the stories behind them. A new addition this year is An American Postal Portrait: A Pho-
tographic Lagacy, which provides a photofoumnalistic retrospective calsbrating behind-the-scens postal stories from
the eadty 1800s.

a MONEY ORDERS are better than a gift certificate. Thay are safe and secure, Purchase any amount up to $700 for
Just 80 cents.

= Prepaid FIRSTCLASS PHONECARDs make ideal gifts for college students, grandparents and small business own- '

ars. Customers purchasing twa $20 80-minute FIRSTCLASS PHONECARDs will raceaive a third one FREE! A Limit-
od Edition 30-minute Whoville Phonecard is also availsble.

& UNIQUE STATIONERY AND ORNAMENTS featuring imagery characteristic of scenes and items In the populsr holi-
day mavie Dr Suess’ How the Grinch Stole Christmas. A ight-up Christmas omament features the Grinch. There's
aiso a Whoville Activity Kit for children. Select post offices will sell themed cormputer paper, note cards, greeting
cards, wrapping paper and lsbele.

u ONLINE SHOPPING AT THE POSTAL STORE allows busy shoppers 10 access www.usps.com any time to buy
stamps and philatelic collectbies, FIRSTCLASS PHONECARDS, stationery and sxciting USPS Pro Cycling Team
gear. Orders should be placed by December 18 to gusrantee arrivel bafore Chrisimas day.

-0~
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POSTALSERVICE POSTAL NEW/S

(data. year)

FOR IMMEDIATE RELEASE {Contact Name)

(Contact Phona}

NEED POSTAGE STAMPS? TRY THESE ALTERNATIVES

{CITY, STATE) — Without a doubt, the holidays are the busias! time of the ysar lor the pos! offics. Customers are not
only maliing their usual correspondence, they are often sending several packages, adding apecial services iike insuranca

and asking clarks about diffsrent ways 1o mail. “Like any retailer this ime of year, we have more customers with larger and .

mora complex transactions,” says (Gity) Fostmaster (full name). For customers simply buying stamps, (fast name) recom-
mends several spproaches 1o avoid the hollday lines: '

Purchase from vanding machines in post office lobbies. Many post offices provide 24-hour access to vending ma-
chines and offer siamps in different quantities and denominations. Plus, many sreas have postal vending machines
in public areas like business parks, malis and grocery stores.

Purchase from participating retailers who seil books of stampe at face value, right at the check-out fine. Ask your
major grocar, drug stors or colvanience store.

{in areas where we have contracts with Mail Boxes Eic.:) Mail Boxes Eic. centers ane how fully authorized United
States Postal Service retailerg offering Priority Mail, Expreas Mail and stamps at many locations with convenient
hours to accommodate your holiday mailing and shipping needs.

Purchasa from participating banks seiiing stamnps through 15,000 ATMs nationwide. A surcharge by tha bank is usu- -

ally applied. - )

Call 1-800-STAMP-24. Customaers can place orders by phohe, use a credit card and get stampa delivered 1 their
daaor. :

Visit www.usps.com. Not only can customers order stamps at the Postal Store, they can look up 2IP Codes, calculate
postage and get details on maifing options and special services.

_Order Stamps-By-Mall with forms availabie in post offices or from letter carriens.

“Getting everything you nead ta get done for the holidays can be & hassle. By providing aliternate means 1o purchase
stamps, the post office hopes 10 heip customers avoid “Wholiday' haasies and glitches,” says (last name).

30~
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UNITED STATES _
POSTAL SERVICE POSTAL NEWS
{date, year}
FOR IMMEDIATE RELEASE (Contact Name)
{Contact Phone)
PHOTO OPPORTUNITY

LETTER CARRIER "SANTAS" DELIVER ON CHRISTMAS DAY

(CITY, STATE) — Last-minute Express Mail gifts will be delivered personally by a “Santa’s Helper” on Christmas Eve
(and/or} Christmas Day (if applicable) again this year to customers living in {city), said (city) Postmaster (full nams).-

The tradition began 15 ysars ago when several U.S. Postal Sarvice delivery smployses decided to maks working on the
holiday more fun by donning Santa outfits and becoming *Santa-for-a-Oay.”

(Talk about local program.)
~30 -

s POSTAL NEWS

FOR IMMEDIATE RELEASE . : Contact: Monics A. Nand
: : {202) 268-2783
Rejease No. 94

OVERSEAS CHRISTMAS MAILING DEADLINES RIGHT AROUND THE CORNER

WASHINGTON, D.C. — I's always 8 shock when the firat holiday catalogs arrive in the mailbox — it seems to Qet sarlier
SVery your. Butlﬂngoodumind-rmmifyoummloudmovmmtoqouheirgiﬁxontimo,merecommnded
mailing deadiines are fast approaching.
oopemtm«\whmmMhmmmwmdemhomzrhsMMsmm
tom.memmmwmmmmmmsmmmbmw.
m.mummmmmoomﬂ.wummmwmmmmxe)nnuExpnu
Mﬂllmmaﬂgnﬂunbounwmupbwmmmmum

mm.mwmwm.mmsmmbmmmmmm,ws
mmmwaxmm«mwmmfwummm

mmmummwums«m&mm, www.usps.cont.

Taismationsl Mall To_ Alr LothwriCards T Al Parcel Post T Surtace
alFacicim Decomber 11 _ Decemoer 11_ ~Noveniber 3
“Ausirella/New Zealand I "December 11 ; Noverber 3
‘Canada 13 TDecamber 15 m’f
Cal & S R 3 ': : Novamberd
“Earops £l : 1 I &7
Thelco " Dacember 11 i T Novembee 31
“Middie East “Decamber 11 11 - October 21

84




85

Pace 14 : Posta. ButLemn 22036 (11-2-00)
Military WMall Addressed To First-Glasa Letters/Cards | Priovity PAL “SAM Surface
APOFEPO AE ZiPs 000-098 December 11 Bec. 11 Loec. 4 “Nov. 37 Nav 6
"APGFPO AA JiPs 340 Decambar 11 ~Dec. 11 “Dec. 4 . Nov. &7 | Nov. 6
APGIFPO AP ZIF's 962-366 Trecember 11 yDec. 11 " Dec. 4 Nov. 27 INov. §

Besides mailing eary lo save money, another intemational mailing 1ip is to follow intemational addressing rules. Over-
seas addresses:

u Must be in Engiish and uss Arabic numerals.

u Have foreign postal codes, if known, in front or after the city or town name and on the same line,

& Place the city or town name and the province of state name on the next line after the street address information.
® Write the name of tha foreign country in capital letters on the bottom kina of the address.

Example: Jacques Molier or Ms. Joyce Browning
Rus de Champaign 2045 Royat Road
08570 St, Paul London WIP 6HQ
FRANCE ENGLAND

To make it sasy to send holiday gifts abroad, the Postat Service's Web sile offers additional mailing options, simplified
customs forms, and even oniine assistance.
Additionat mailing options to many countrias include:
® Global Express Guarantsed — our fastest intamationat delivery service with day-cariain guaranteed delivery 1o over
200 countries and territories.
u Express Mail Internations) - express servics to most countries, sven up (o the iast few days befors Christmas.
n Global Priotity Mail — fast, rettable defivery for items weighing up 1o four pounds.
n Registered and insured service ~ available to most countries. intarnational refum receipts can afsa accompany most
registered and insured mal ilems. )
All ovarseas letters and posicards now travel by air. To keep mailing costs low. the Pestal Service suggests sending cards
or letters separate from gifts. When mailing itema overseas, it is always a good idea to check with a local post office about
waight, size or item restrictions that.may apply and which customs forms are required.

-3
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UNITED STATES
POSTAL SERVICE P OSTAL Nm
FOR IMMEDIATE RELEASE Contact: Gerry Kreienkamp
(202) 268-3051

Relsase No. 52
USPS Web Site: hitp/iwww.usps.com

TO HELP YOU SHIP THOSE GIFTS THAT WILL PLEASE
THE POSTAL SERVICE WILL BRING YOU DELIVER-EASE

Postal Service tuma holidays into “Wholkdeys”

WASHINGTON, D.C. — When customaers come in, they know from the start, with service this good, It'd change a Grinch's
heart. Even in August, the Postal Service is getting ready for the holiday maiiing rush. This holiday season, post offices
across the country will be filled with the spirit of the “Wholidays,” with the happy denizens of Whovifle from the new Univer-
sal Picturas movie Dr. Seuss’ How the Grinch Stole Christmas, 1o be relaased November 17th.

What would make the holidays exciting, we sat around and thought,
To give customers a smie when mayshlppedwhamwybought?

A happy new movie with characters so fun,
Wa could use them in our stores. And the deal was done,

Universal said, “Greatl We'd love 1o work with you.”
We knew our customers would love Whoville, (oo,

With lobbies festoonad with the cute iiktis critters,
And graat service, (00, o sage holiday jitters.

Caption: The Postal Service ls using imagery of the Whovila charactsrs from the Universal Pictures release Dr. Seuss’ How
the Grinch Stole Christmag in its holidey season sdvertising.
-30-

Editor's note: Guphbtnmunhdwnbndadfapﬂﬁormmunms.wmwwmnmumm,
with the press relsases.
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RESPONSE OF POSTAL SERVICE WITNESS O'HARA TO INTERRQGATORIES OF
UNITED PARCEL SERVICE

UPS/USPS-T1-16, Dascribe in detail the expected operating plan for window
clerks for offering Manual Delivery Confirmation for free to Priority Mail users

from December 1 to December 16.
(a) Must customers request the free service, or will window clerks offer it to

customers?

(b} Wil alt Priority Mail items receive free Manual Delivery Confirmation
automatically?

RESPONSE: The expectad operating plan for window clerks is still under
development and details are not available.

{a) - (b) Customers will not have to request the service. Window clerks will offer
it in & manner designed to encourage acceptance, but if a customer doas not

wish to use Delivery Confirmation, his or her wishes wiil of course be respected.




RESPONSE OF POSTAL SERVICE WITNESS O'HARA TO INTERROGATORIES OF
UNITED PARCEL SERVICE

UPS/USPS-T1-17. Provide all market research that the Postal Service has
performed, or has contracted to perform, on the potential impact of its proposed
fee suspension.

RESPONSE: No such studies have been performed by the Postal Service or its

contractors.

88




89

RESPONSE OF POSTAL SERVICE WITNESS O'MARA TO INTERROGATORIES OF
UNITED PARCEL SERVICE

UPS/USPS-T1-18. Has the Postal Service studied through market research,
customer interviews, or any other means the potential increase in Delivery
Confirmation usage as a result of this proposal? If so, provide the studies and all
results of these studies.

RESPONSE: No such studies have been performed.




=20

RESPONSE OF POSTAL SERVICE WITNESS O'HARA TO INTERROGATORIES OF
UNITED PARCEL SERVICE

UPS/USPS-T1-20. Has the Postal Service studied through market research,
customer interviews, or any other means the reason that customers are likely to
mail packages during the busiest week of the holiday season? if so, provide the
studies and all resuits of these studies.

RESPONSE:

No such studies have been conducted.




21

RESPONSE OF POSTAL SERVICE WITNESS O'HARA TO INTERROGATORIES OF
UNITED PARCEL SERVICE

UPS/USPS-T1-21. Has the Postal Service studied through market research,
customnaer interviews, or any other means the likelihood that customers will mail

packages befors the busiest week of the holiday season as a result of this
proposal? If so, provide the studies and all results of these studies.

RESPONSE:
No such studies have been canducted. Experience with the proposal is intended

to generate such information direct!y.
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RESPONSE OF POSTAL SERVICE WITNESS O'HARA TO INTERROGATORIES OF
UNITED PARCEL SERVICE

UPS/USPS-T1 -22. [s it the Postal Service's expectation that, if this proposed
program is judged a success by Postal Service management, Manual Delivery

Confirmation would be offered at no charge during the same time period in
calendar year 20027 Explain.

RESPONSE:

As suggested in my testimony (page 7, lines 1-4), if the proposal were to
be implemented as an experiment and were 10 be judged as a success in
noticeably smoothing holiday mﬁiling patterns, the Postal Service would
contemplate considering a permanent classification modeled on the proposal.
Under that scenario, within the framework of an omnibus rate case, the revenue
and cost effects resulting from the “without charge” period could be included in
the overall assessment of cost coverages for the Priority Mail and Delivery
Confirmation along the lines of Pansi C on page 2 of my workpaper. '

“The Postal Service reserves judgment regarding the 2002 holiday season

until it has had the opportunity to assess the outcome of its proposal.



RESPONSE OF POSTAL SERVICE WITNESS O'HARA TO INTERROGATORIES OF
UNITED PARCEL SERVICE

UPS/USPS-T1-23. Refer to USPS-LR-I, file ‘DC LR.xis', page 'WP-p.2 Exper.
Rev & Cost'.

(a) Explain why one-half of the cost of informing customers is assigned to Priority
Mail. How was the determination to assign one-haif of the cost to Priority Mail
made?

(b} Expiain why the cost of additional Delivery Confirmation usage during the
experiment is assigned to Priority Mail.

(¢) Explain why the cost of non-electronic, existing usage is moved from the cost
base of Delivery Confirmation to the cost base of Priority Mail.

RESPONSE:
(a) Please see my testimony, page 9, lines 13-18.

(b) - {c) Please see my testimony, page 8, line18 through page 9, line 10.
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RESPONSE OF POSTAL SERVICE WITNESS O'HARA TC INTERROGATORIES OF
UNITED PARCEL SERVICE

UPS/USPS-T1-25. Refer to pages 3 and 4 of your Workpaper, Library
Reference MC2001-2/1. Provide PERMIT System Priority Mail volume by week
for FY 2000 and FY 2001.

RESPONSE:

The requested data are provided below, with exception of those for the last

quarter of FY 2001, which are not yet available.

FY 2000 & FY 2001 Weekly Data on PERMIT System Priority Mail

FY 2000 PERMIT : FY 2001 PERMIT
FY 2000 System Priority FY 2001 System Priority
AJP Begins FY 2000  Mail {millions) AP Begins  FY 2001 Mail {miltions)
9/11/00 AP 01 4,085 9/9/00 AP 01 4077
5.100 : 4260
6.463 4.468
4.534 ‘ 4257
10/9 AP 02 4,767 1017 AP 02 4675
4.978 . 5246
4.724 5611
4.880 4.666
11/6 AP 03 5.032 11/4 AP 03 4.780
5.831 5.102
5.129 4.548
10.686 7.246
12/4 AP 04 9.457 12/2 AP 04 7.158
11.890 : 7.481
8.177 7.185
3938 3.170
m AP 05 4.530 12/30 AP 05 3.717
4.442 - 37127
4.402 3.589
4.590 3.891
1129 AP 06 5.647 1127 AP 06 3614
5.957 3.689
4.338 3.867
4.333 2.608
2126 AP 07 4,787 2/24 AP Q7 3.881
4.443 3.428
4,549 3.609
6.030 4534
3125 AP 08 5.530 3124 AP 08 4816
5.025 4252
5.161 3.971
4.852 5.488
4r22 AP 09 4.376 4/21 AP 09 5.975
4,659 , ; 3.604
4.781 ' 4.930

4.929 '7.287

S4
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RESPONSE OF POSTAL SERVICE WITNESS O'HARA TO INTERROGATORIES OF

5/20

6/17

775

812

AP 10

AP 11

AP 12

AP 13

UNITED PARCEL SERVICE

4.788
3.570
4.283
4.588
493t
4.541
3.786
4338
4070
3.748
3.816
3818
3.873
3935
3.965
3.500

AP 10

AP 12




RESPONSE OF POSTAL SERVICE WITNESS O'HARA TO INTERROGATORIES OF
UNITED PARCEL SERVICE

UPS/USPS-T1-26, Refer to your response to UPS/USPS-T1-1(a)-(b). Provide the

time period covered by the figure received from the Retail Department that
compares revenue received at POS sites to the grand fotal revenue received at

retail sites.

RESPONSE: The 70% figure applies to the anticipated coverage resulting from
the mast recent round of POS purchases; deployment for this round was
essential complete in Quarter 3 of FY 2001.

The revenue to which this figure applies is retail “walk in revenue.” Walk in
revenue excludes certain revenue received at retail sites, such as revenue from

the sale of precanceled stamps, that comes from commercial mailers
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RESPONSE OF POSTAL SERVICE WITNESS O'HARA TO INTERROGATORIES OF
UNITED PARCEL SERVICE

UPS/USPS-T1-27. Refer to your response to UPS/USPS-T1-2(c).

(a) Define “dramatically” as used in this response.

(b) Are the “developed usage patterns” of these third channel pickup/collection box
mailers strongly associated with the price of the delivery confirmation service?
(c) Describe in detail why these third channel mailers with "developed usage
patterns” will not respond to a 40-cent price decrease.

(d) Confirm that these third channel mailers simply apply a manual delivery
confirmation label to the Priority Mail piece. If not confirmed, explain in detail.
RESPONSE: (a) In this response “dramatically” simply means enough to affect
the adjustment for third-channel use {(column headed “Ratio of non-window
manual DC to window manual OC,” workpaper page 1) by more than a few
percentage points

(b) & (¢) The "developed usage patterns” (which might be thought of as loosely
defined standard operating procedures) reflect business decisions to use
Delivery Confirmation with certain types of out-going Priority Mail and not with
others, depending perhaps on the value of the item, the need for some evidence
of delivery, or recipient request. | can not confirm that these patterns are
“strongly" associated with the price of Delivery Confirmation, but | would expect
them to have been somewhat affected by the price of Delivery Confirmation (35
cents from March 1999 to January 2001, and 40 cents thereafter) during the
period they were developed, and | would expect them to respond to a permanent
reduction of 40 cents in the Delivery Confirmation fee. However, | would expect
very few of the business decisions that generated these usage patterns to be
revisited because of a 16-day reduction of 40 cents.

{(d) Confirmed. Moreover, through the web site noted in OCA/USPS-T1-1, many if
not most of these third channe! mailers can already obtain Delivery Confirmation
without charge by printing their own [abel. | would expect this permanent change

to generate a gradual expansion in third-channel use of Delivery Confirmation.



IS

RESPONSE OF POSTAL SERVICE WITNESS O'HARA TQ INTERROGATORIES OF
UNITED PARCEL SERVICE

UPS/USPS-T1-28. Refer to your response to UPS/USPS-T1-2(d).
(a) Provide the total RPW-based Priority Mail volume for FY2001 by quarter and

annually.
(b) Provide the total "window-entered” Priority Mail volume for FY2001 and

FY2000 by quarter and annually.
(c) Provide the POS Site-entered Priority Mail volume for FY2001 and FY2000 by

quarter and annually.
(d) Provide the PERMIT-entered Priority Mail volume for FY2001 and FY2000 by

quarter and annually.

RESPONSE:
Priority Mail Volume Data ] ;‘ "
' ( | Window- ! |
f . Entered | :
J | (sPOS*100/ ! | [POS % of
] " POS % of 1 | IRetail o
- RPW | RetailRev) ' POS | PERMIT | [Reverue 1/ |
‘ | o - L |
FY 2000 | | | j | using Q101 |
Q1 | 283,583,000/ 30,904,508 18,362,100/ 66,209,402 |  59%
Q2 | 318,102,000, 47.825612] 28475292, 72699.866] . 50% |
Q3 | 279,492,000] 38,890,270; 23,106,889] 59,122,579 59%
Q4 334,404,000 57,678,307| 34,269,915 65,551,310 59% |
PFY | 1,215,581.000] 175,398,697] 104,214,196/ 263,583,157 I
GFY 1,222,454,0000 na. na. | n.a. J
| ‘ |
[FY 2001 I i 1 ‘
at 272,694,000 62,114,839( 36,905907] 58,936,433 5% |
Q2 303,383,000] 92,563,342] 55,634,375/ 53,695,565 60% |
Q3 264,586,000/  64,059,850| 43493,814] 55776689 | 68%
1Q4 | na, 75,708,370] 54,441,046 na. 2% |
PFY | n.a. 294,446,401 190,475,142 n.a. 65%
IGFY na. n.a. n.a. n.a. i
{ . | ; i
| l | l 1 |

|
| 1/ Retail revenue is "Walk

in Revenue." This excludes certain revenue received at retail

]units that relates to commercial customers, such as saies of precancelied stamps. Watk
in Revenue AICs are defined in the 9/7/00 Postal Bulletin. Note aisc that in calculating
window-entered volume from POS volume, data for FY 2000 utilize the FY 2001 Q1 POS
percentage of Retail revenue since FY 2000 data are not yet available. ]

L
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RESPONSE OF POSTAL SERVICE WITNESS O'HARA TQ INTERROGATORIES OF
UNITED PARCEL SERVICE

UPS/USPS-T1-29. Refer to your response to UPS/USPS-T1-3(c). Describe in
detail the specific permanent classification modeled on the experiment that
“might well be warranted”.

RESPONSE:

If the experiment Es successful in smoothing holiday package mailing pafterns,
the Postal Service and its customers could benefit from establishing the no-
charge period as a permanent feature of the season. The details of any such
classification could only be determined after the experiment has been evaluated.
My expectation of how such a classification would be structured is generally
reflected in my workpaper, page 2, panel C. The classification would set the fee
for manual Delivery Confirmation with Priority Mail at zero for a certain period in
early December, and the costs of providing the service during that period would
be transferred to Priority Mail as is currently done for electronic Delivery

Confirmation for the full year. Decisions as to exactly how many days and

whether either the beginning day or the final day should be specified (relative to

December 25) are best left until later.
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RESPONSE OF POSTAL SERVICE WITNESS O'HARA TO INTERROGATORIES OF
UNITED PARCEL SERVICE

UPS/USPS-T1-30. Refer to your response to UPS/USPS-T1-4(h)-(i). Confirm
that in an omnibus rate case, both the Postal Service and the Commission
calculate the manual delivery confirmation cost coverage for Priority Mail by
comparing the revenue from the fee for the service to the cost of manual delivery
confirmation in excess of the cost of electronic delivery confirmation. if not
confirmed, explain in detail.

RESPONSE: Confirmed. [Should | say more — iike "and | have conformed to
the practice except for the 16 days on which Delivery Confirmation would be
provided without charge. For those days | have conformed to Postal Service and
Commission practice for electronic Delivery Confirmation for Priority Mail, where

the cost is transferred to Priority Mail and marked up along with other Priority

Mail costs.



RESPONSE OF POSTAL SERVICE WITNESS O'HARA TO INTERROGATORIES OF
UNITED PARCEL SERVICE

UPS/USPS-T1-33. Refer to your response to UPS/USPS-T1-11 regarding retail
Priority Mail pieces that would have been mailed after December 16, 2001, but
instead are mailed during the proposed pricing

(a) Confirm that approximately 12.8% of these pieces would have selected
manual delivery confirmation. If not confirmed, expiain in detail.

{b) Confirm that the Postal Service will not receive 40 cents per piece in revenue
for those pieces that would have selected manual delivery confirmation, and
thus, the net additional cost to the Postal Service of the proposed experiment is
40 cents for these pieces. If not confirmed, explain in detail.

RESPONSE:

(a) Not confirmed; rather than use the 12.8% average for the experimental period
(page 1 of my workpaper, cell D9), it would be better to use the 11.3% that
applies to the week following the experimental period (page 4 of my workpaper,
cell E17).

(b) Confirmed.
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RESPONSE OF POSTAL SERVICE WITNESS O’'HARA TO INTERROGATORIES OF
UNITED PARCEL SERVICE

UPS/USPS-T1-35. When the Postal Service describes the window-entered retail -
channel, does it include Contract Postal Units and private retail outlets suchas -

Pak Mail or Postal Plus? If not, in what category are these outlets included?
RESPONSE: Yes with respect to Contract Postal Units. Private retail outlets

would be included in the third-channel category.
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7 RESPONSE OF POSTAL SERVICE WITNESS O'HARA TO INTERROGATORIES OF

UNITED PARCEL SERVICE

- UPSIUSPS-T1-36. Refer to your response to UPS/USPS-T1-28. Do the RPW- . . -
- based volume figures regarding window-entered Priority Mail include private = ... «. .. .
retail outlets and Contract Postal Units? If not, in what figures are these volumes
included? o

e vl et v ehy ' : . - i :
' RESPONSE: Revenue from these Contract Postal Units is included in the total -

retail walk-in revehue that is used to scale up POS data, so volume from these - -

sources is reflected in the window-entered Priority Mail data in my response to -
UPS/USPS-T1-28. Volume from private retail outlets is part of third-channel =
volume.

I would note that UPS/USPS-T1-28 asks only for window-entered Priority

Mail, not for “RPW-based” window-entered Priority Mail. Because of the fack of

information on metered Priority Mail entered by large commercial shippers (see -

my response to UPS/USPS-T1-34), | do not think it is possible to develop an

RPW-based estimate of window-entered Priority Mail,
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. - UPS/USPS-T1-37, Does the Postal Service intend to offer free Manual Delivery

guras -~ - Confimation at all Postal Service-operated retail facilities during the period from
) December 1, 2001, through December 16, 20017 If not, why not?

o

is i oo - RESPONSE:

+&e oo - That was the intention at the time the Request was filed, but the Postal Service is

dis o+ now evaluating whether the scale of the experiment should be reduced.
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RESPONSE OF POSTAL SERVICE WITNESS O'HARA TO INTERROGATORIES OF
UNITED PARCEL SERVICE

' UPS/USPS-T1-38. Does the Postal Service intend to offer free Manual Delivery

Caonfirmation at all Contract Postal Units during the period from December 1,
2001, through December 16, 200172 If not, why not, and have you considered the
impact of this proposal on Contract Postal Units?

RESPONSE:

Yas, at laast all Contract Postal Units in areas where the experiment is

conducted.
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RESPONSE OF POSTAL SERVICE WITNESS O'HARA TO INTERROGATORIES OF
UNITED PARCEL SERVICE

UPS/USPS-T1-38. Does the Postal Service intend to offer free manual Delivery
Confirmation at private ratail facilities that tender Priority Mail to the Postal
Service during the period from December 1, 2001, through December 18, 20017
if not, why not, and have you considered the impact of this proposal on private

retail facilities that offer Priority Mail?
RESPONSE:

Yes, at least all such facliities in areas where the experiment is conducted.
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- UPSIUSPS-T1-40. Doss the Postal Service intend to offer free Manuai Delivery

Confirmation at any other non-Postal Service-operated outiet that tenders Priority
Mail to the Postal Service during the period from December 1, 2001, through
December 16, 20017 If not, why not, and have you considered the impact of this
praposal on other non-Postal Service outiets that offer Priority Mail?

RESPONSE:

Yeg, at least all such outlets in areas where the experiment is conducted.
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RESPONSE OF POSTAL SERVICE WITNESS O'HARA TO INTERROGATORIES OF
UNITED PARCEL SERVICE

UPS/USPS-T1-41,

(a) Refer to Library Reference USPS-LR-1, Workpaper, page 4 of 4. Confirm that
the total POS Priority Mait volume during FY2001 was 191.3 million. if not
confirmed, explain in detail.

(b) Confirm that multiplying this 191.3 million figure by 100/70 yields the
estimated window-entered Priority Mail volume In FY2001 of 273.3 million. If not

confirmed, explaln in detall.
(¢) Refar to your response to UPS/USPS-T1-5(8). Confirm that with a cost for

Prierity Mail Manual Delivery Confirmation of 36 cents per piace and a 40 cent
fae for that service, the net contribution per piece for Priority Mail Manuat
Delivery Confirmation is 4 cents per plece. if not confirmed, explain in detail.

{d) Refer to your response to UPS/USPS-T1-3(b). Confirm that with a
contribution of 4 cents par piece and a total cost of the proposed pricing
experiment of $9666.7186, approximataly 240 million additional pieces of window-
entered Priority Mall must select Manual Delivery Confirmation services after the
pricing experiment for the pricing experimerit to pay for itseif if there are no net
benefits from pieces being mailed early. If not confirmed, explain in detail,

(e) Provide all studies and supporting analyses of the additional volume out of
the total window-entered Priarity Mail volume of 273.3 million pieces per year that
will choose Manual Delivery Confirmation service as a result of the proposed

pricing experiment.

RESPONSE:

(a)y(c) Confirmed.

(d) Conflrmed that $3,568,715 divided by $0.04 is approximately 240 miilion.
Note that the experiment need not pay for itseif in a single year; [ wouid expect
that any increase in usage that results from introducing customers fo Delivery
Confirmation during the experiment would persist for a number of years.

(e) No such studies have been performed, but Chart 2 shows that the Delivery
Confiration usage for window-entered Priority Mail is noticeably below average
in weeks when window-entsred volume spikes upward, so there is considerabie

potential for increased usage.
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RESPONSE OF POSTAL SERVICE WITNESS O'HARA TO INTERROGATORIES OF
UNITED PARCEL SERVICE

UPS/USPS-T1-42. Refer to Domestic Mail Manual, “Rates and Fees,” §§

R100.8.0 and R700.1.1. )
(a) Confirm that the fae for Manual Delivery Confirmation of Parcel Post pieces

will be 50 cents per pisce during the proposed pricing sxperiment. If not
confirmed, axpisin in detail.

{b) Confinmn that the rate for 1-pound inter-BMC/ASF Single-Flece Machinable
Parcel Post pieces with Manual Delivery Confirmation will be 42 to 45 cents per
pie@ce higher than for l-pound Priority Mail pieces with Manual Dellvery
Conrfirmation during the proposed pricing experiment. If not confirmed, explain in
detail.

(¢) Canfirm that the rate for 2-pound inter~-BMC/ASF Single-Piece Machinable
Parce! Past pleces, Zone 3 and above, with Manual Delivery Confirmation will be
aqual to the rate for 2-pound Priority Mall pieces with Manual Dslivery
Confirmation during the proposed pricing experiment. If not confirmed, explain in
detall.

(d) Confirm that the rate for 3-pound inter-BMC/ASF Single-Pieca Machinable
Parcel Post pieces, Zons 5 and above, with Manual Delivery Confirmation will be
1 to 16 cents per piece higher than for 3-pound Priority Mail pieces with Manual
Delivery Confirmation during the propeaed pricing experiment. if not confirmed,
explain in detail. '

(e) Provide all analyses or studiss on the impact of the propossed pricing
axperimant on Parcsl Post.

RESPONSE:
(a)>(d) Confirmed.
(o) Please see my response o UPS/USPS-T1-14,

1638
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UNITED PARCEL SERVICE

UPS/USPS-T1-45, Has the Postal Service studied through market research,
customer interviews, or any other means the potential change in Parcel Post
volume as a result of this proposal? If so, provide the studies and all results of
these studies.

RESPONSE: No such studies have been conducted.
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UPS/USPS-T1-47. Refer to page 10 of your testimony, where you discuss
“supplemental air transportation” costs.
(a) Did contracts for supplemental air transportation contaln rates that varied
during the period from December 2, 2000, through December 22, 20007 If so,
describe how they varied, and to what extent? What was the basis for the
variation?
(b) Do the contracts for supplemental air transportation contain rates that vary
during the period from December 1, 2001, through December 21, 20012 If so,
describe how they vary, and to what extent? What is the basis for the variation?
RESPONSE:
(a)-(b) My testimony on page 10 refers to the possibility that shifting volume away
from the busiest week to the experimental period would permit reduced total
usage of suppiemental air transportation over the period from December 1, 2001
through December 21, 2001, with correspondingly more use of regular air
transportation. This possibility does not rely on the existence of varying rates for
supplemental air transportation within the December 1-21 period, and | have no

knowledge of any such variation.
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UPS/USPS-T1-51. How will the Postal Service obtain information about the
causes for any shifts in holiday mailing patterns or increases in future usage of
Delivery Confirmation that occur after the suspension of the fee?

RESPONSE:

The Postal Service has no definite plans in this area. Depending on the extent of
shifts in mailing patterns and the extent of incréased future Delivery Confirmation
usage, it might be worthwhile to conduct some form of market research to
confirm to obtain a deeper understanding of what aspects of the experiment were
most important in generating the shifts.

Also, if the experiment is conducted in only a portion of the country, changes
occurring in the experimental area could be compared with those in the

remainder of the country.
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COMMISSIONER COVING@TON: Mr. Heselton, has the new
appendix to Dr. O’Hara's testimony been formally filed with
the Commission and served to all the participants in this
proceeding?

MR. HESELTON: Yes, it has, Commissioner.

COMMISSIONER COVINGTON: Okay. Thank you.

If there are no further procedural matters, this
brings us to oral cross-examination. One participant, the
United States Parcel Service, has asked to conduct oral
cross-examination of Witness O’'Hara.

I also would like to note for the record that Ms.
Shelley Dreifuss is present from the Office of the Consumer
Advocate here at the Commission, and we feel quite sure that
she realizes that she has the right to reserve a chance to
conduct follow up cross-examination and, of course,
participate in these proceedings as we move along.

Good morning, Ms. Dreifuss.

MS. DREIFUSS: Good morning. Thank you.

COMMISSIONER COVINGTON: At this time, Mr.
McKeever, are you prepared to begin?

MR. MCKEEVER: Yes, Mr. Commissioner.

COMMISSIONER COVINGTON: Okay.

CROSS-EXAMINATICN

BY MR. MCKEEVER:

Q Good morning, Dr. O'Hara. Could you turn, please,

Heritage Reporting Corporation
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to your response to UPS Interrogatory 37? I think that was
filed just this morning.

A Yegs. Yes.

Q Now, we asked you in that interrogatory whether
the Postal Service intended to offer free manual delivery
confirmation at all Postal Service operated retail
facilities during the proposed experimental periocd, and your
response, and I'm quoting here, is:

"That was the intention at the time the request

wag filed, but the Postal Service is now evaluating whether

the scale of the experiment should be reduced." Is that
correct?

A That is correct.

Q What is the Postal Service contemplating in the

way of changing this experiment?

A Let me provide a little background. The
combination of the current procedural schedule and the lead
time for providing additional capacity to respond to
inguiries about the status of individual packages with
delivery confirmation on them is such that we have to make
those commitments now in order to have those things
provided.

Even the internet channel turns out to have
capacity constraints that need to be relaxed and also the
automated voice response and, most critically, the operators

Heritage Reporting Corporation
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that fall through to the -- when calls fall through those
two systems. Persons need to be hired and undergo a certain
amount of training. We do this routinely every year for
Christmas. There’s always a peak.

To conduct it for the whole -- to conduct an
experiment for the whole country would generate a much
larger peak, and since we’re not sure of what the outcome of
this case would be, we’'re proposing considering a
substantial reduction in the scale of the experiment.

Q So the Postal Service does not believe that it
would have the time to take the necessary steps to implement
the experiment on the scale originally proposed?

A I guess the time is there, but the commitment of
funds is large, and we are also somewhat concerned about the
scale. 1It’s a very substantial ramp up in some things which
we have already added capacity for the Christmas season. We
have to add more. That is the primary consideration.

Q You said the commitment of funds is large. Can
you expand on that? What do you mean by that?

A Well, relative to the scale of the experiment. We
would have to sign contracts to hire additional temporary
operators and have to acquire seats for them and so on.
There are firms that provide this kind of capacity. We
don’t have to do it all ourselves. They would not be Postal
employees.
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In terms of the overall magnitude of the
experiment, if it doesn’'t go forward at all we would still
be committed to a very subgtantial amount of the projected
cost if we didn't get the decision in time to implement or
in a form that we wanted to implement.

) But if it does go forward there would be gome
additional commitment of resources in the way of hiring
additional people?

A Yes. These are costs which are included. The
unit cost of doing this is not different. 1In fact, it may
be lower because thig 1s a simpler set of skills that are
required to just respond to tracking inquiries. You don’'t
have to know about the full range of things that the call

centers usually have.

The total number of such people reguired to handle

the projected velume of transaction inquiries is larger.
large. 1It’s not larger than projected, but it’s
substantial. If we’re not going to be able to actually
conduct the experiment, we might essentially get no return
on those.

Q So there would be additional people hired if the
experiment were to go forward?

A Yes.

Q Okay. Do you have any idea what the cost would be

at this point in time?

Heritage Reporting Corporation
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A 'I don‘t. You can look in the unit cost of
delivery confirmation for call center responses and sort of
multiply that by the time.

I want to be careful to distinguish between the
unit cost, which I do not think will be any higher than has
been provided for in my testimony, and the fact that if we
don't have the experiment take place we will have expended
funds that will have no benefit.

Q And at this time you don’t have any idea of the
amount of funds that would have been expended for no
benefit? Is that correct?

A I don't have a number with me. It would depend on
we have people working to get gquotes on all three of the
fronts -- the internet, the automated voice response and the
operators.

I think it’s more the uncertainty than the amount.
The amount is I think geoing to be in line with the amount
provided for in my testimony.

Q Do you mean on a unit basis?

A Yes, and then on a unit basis, I mean, I have a
total number of units in my testimony and a total amount of
cost for all of the aspects of delivery confirmation.

Q Now, you’re going to hire additional people if the
experiment goes forward because I think you said you expect
more volume?

Heritage Reporting Corporation
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A More inquiries at the call center, yes. If there
are more delivery confirmation transactions taking place,
more pieces with delivery confirmation on them, then a
certain fraction of those people will need to be dealt with
in person over the phone. That requires more people, even
though the unit cost of doing so is no different than it is
for the existing transactions.

Q Do you expect the volume of delivery confirmation
transactions to go up from what is I want to say estimated,

but I should say from what your numbers are based on in your

testimony?
A No. No. I expect the numbers -- this is strictly
my numbers really have -- well, they have a number of

simplifying assumptions in both directions, but I’'m assuming
that 100 percent of what I project to be the eligible volume
accepts the offer and that they incur the same kinds of cost
that we incur on the existing volume.

Q But your concern is they will generate additional
inquiries that you may not be able to handle without hiring
additional people?

A That’s right. The inquires are exactly -- they’'re
a multiple of what we ordinarily handle. I think if we were
to try to handle them without hiring any more than the
normal number of Christmas extra people, we would have
people waiting on hold for a very long time. That’'s simply
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not the way we want to provide the service.
Q Now, you say the number of additional inguiries

would be a multiple of what you normally would expect to

handle.

A Yes.

Q Do you have any idea what kind of multiple?

A I think you can just look in the work paper. The
volume that we’'re talking about is -~ if we look on my first

page, the percent of Priority Mail that last year bought,
retail Priority Mail that bought delivery confirmation, was
12.8, and now if everybody buys it, which is the assumption
I make, that's a multiple of eight, I believe, of roughly
12.8.

Q  Okay. You said the people who had bought it is

12.8. Did you mean 2.87

A Twelve point eight percent.

Q Twelve point eight percent?

A I'm sorry. Yes.

0 Okay. The number is kind of 2.8 million?

A Yes. Yes.

Q Okay.

A Twelve point eight percent of the retail Priority

Mail bought delivery confirmation last year. That’s the
average down in the shaded, if you have that.
Q I do.
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A Yes.

Q Thank you.

A And so dividing that into 100 percent I get a
multiple of about eight.

Q So you would expect an increase in inquiries of
about eight times what you normally would have?

A That’s the number we’re using for planning
purposes. I don’t have any other basis for doing it, but
yes.

Q Now, of course, the 2.8 million folks who have
already used it are presumably somewhat familiar with the
service. Is that correct?

A Yes.

0 And I guess the people above the 2.8 million, I
guegs it’s an additional 19 million, almost 19.1 million, -~-

A Yes.

Q -- that you base your numbers on is probably going
to have a larger percentage of people who haven’t used the
gservice. 1Is that correct?

A That’s the whole idea. Yes.

QR Okay. And so they’'re likely to have more
questions about it?

A Thef may. ©On the other hand, since they have been
offered this in a way that’s going to encourage them to
accept it, they may not have the same interest in following

Heritage Reporting Corporation
(202) 628-4888




10

13

12

13

14

15

16

17

18

19

20

21

22

23

24

25

121
up as people who are "familiar" with it, but also bought it
for a reason.

Q So they may -- I'm sorry.

A Yes. All I'm saying is they might have more
questions for lack of familiarity, but they might also have
legs interest in actually taking advantage of the service
even though they agreed to try it.

o] So they may accept something for free, you know,
as long as they don’t have to pay for it, even though they
don’'t know what they’'re getting?

A Well, I think we’re going to try and have
information that will tell them what they’re getting, but
whether they’re going to want to take the time to make the
phone call, go on the internet, is I think reasonable to
assume that if you didn't really pay for it, you weren't
probably part of the people that were paying for it last
year, you were part of the 80 plus percent that didn’t buy
it, that some people will take it and simply ignore it, so
that will work the other direction. I have no basis for
saying which way is the bigger of the two.

Q Okay. Now, I take it from your answers, so far,
that the Postal Service is evaluating whether to reduce the
geographic scope of the experiment?

A Yes. The way we at least we’'re thinking about it
is because of the communication problem or communication
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task we think we need to do it in whole media markets or
metropolitan areas. We wouldn’t want to do it, for example,
in this area just in northern Virginia, but not in Maryland
and D.C. That would be one consideration.

We wouldn‘t be doing it at a few offices in
selected locations throughout the countfy. It would be
geographically limited. Another thing that I think is
important is that we have areas where POS terminals were
deployed at Christmas last year so we have the appropriate
baseline for tracking the change in behavior.

Beyond that, there are probably a number of other
sort of operational considerations. I don’‘t think we would
want to do it in places where people are preoccupied with
dealing with anthrax, if you can predict what is going to be
the case in December on that score, but fundamentally whole
metropolitan areas with substantial surrounding of rural
territory and sites or areas that had POS deployed at
Christmas last year.

Q So some people in the country would be able to get
it for free, and other people would be paying for it?

A That’s correct. That would be the situation.

Q And do you have any geographic areas in mind now
where you would implement the experiment?

A I don‘t. I have people looking at the kinds of
criteria that I talked about, but I don’t have any notion of
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what it would be.

Q Now, to the extent that you cut down on the number
of geographic areas where you offered the service, that
would be a decrease, I guess, in the ability of the Postal
Service to achieve one of the goals of the experiment; that
ig, to introduce the service to customers who haven’t used
it before. 1Is that correct?

A Yes. It would scale back. It really would scale
back both the goals and also scale back the corresponding
expensges, 80 I think in some sense the actual amount of
benefit that we would get from this on both runs would be
less, but the cost would be correspondingly less.

Q The unit cost would be the same, wouldn’t it?

A I think so.

Q But the absolute cost may not be as much
additional ceost as if you were to implement the experiment
on a nationwide basis?

A Exactly. That is exactly the reason that this is
under consideration.

Q And you don’‘t have any idea what the absolute cost
would be yvet I think you’'ve said a couple times?

A That's right. I mean, the closest I could come
would be to look at the unit cost for delivery confirmation
and multiply it, but some of that is not incurred until we
actually provide the service.
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I don’t think there’s anything in my work papers
that provides the component breakdowns of how much is call
center costs versus acceptance costs versus delivery costs,
but that would be how I would go about it.

0 When does the Postal Service expect to be able to
make a determination concerning the scope of the experiment
it is requesting this Commission to approve?

A That decision has to be made very soon -- I would
say by Monday of next week -- just in order to sign
contracts.

Q You’re projecting Monday of next week a decision
would be made?

A Yes. Let me say that would be a decigion on the
scope. We might not have the particular geographic areas
pinned down by Monday.

Q But you might have the number of areas pinned
down?

A The approximate number of households and a
baseline. 1I’11 use that words in two senseg. Last year’s
volume of transactions in those sites, Priority Mail
transactions, so we have a way to know what scale of
participation we need to prepare for.

The selection of the additional sites, the
specific sites, might take a bit longer, but not much.
MR. MCKEEVER: Mr. Commissioner, may I ask Postal
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Service counsel if the Postal Service intends to return to
the Commission to amend its request once it decides the
contours of the experiment it wishes this Commission to
approve?

COMMISSIONER COVINGTON: Mr. Heselton, what says
you to that question from Mr. McKeever?

MR. HESELTON: Commissioner Covington, as Witness
O’'Hara has indicated, this is a decision that’s not been
decided vet, and until it has been I don’'t see the Postal
Service in a position to determine what adjustments it would
make to the filing.

COMMISSIONER COVINGTON: Mr. McKeever?

MR. MCKEEVER: Mr. Commissioner, let me ask Mr.
O'Hara orne more guestion -- well, at least one more guestion
-- as a result of that.

BY MR. MCKEEVER:

Q Dr. O'Hara, has a decision definitely been made to
scale back the experiment, or is there still some
possibility that the Postal Service would go ahead as it
proposed on a nationwide basis?

A There’s still some possibility. I would bet that
it’s going to be scaled back, but that decision is made --

Q By others than you?

A By others, yes. As of late yesterday, we were
still uncertain about what we wanted to do.
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Q But if you were a betting man, you’d bet that it’s
going to be scaled back?

A I would.

Q But you don’t know how much it’s going to be
scaled back?

A Well, I can tell you that we’re looking at if we
scale back at all scaling back to something that would
represent between ten and 20 percent of the households or
Priority Mail volume entered at retail.

Q So instead of making the offer to 100 percent of
the eligible volume, you think it‘s more likely to be on a
scale of making the free offer to ten to 20 percent of the
potential users?

A That’s correct. I mean, we have always thought of
this as an experiment. I realize we’re not using the
experimental rules, but almost all experiments have been
limited in scope. You can learn things that way at reduced
cost.

In this case, we thought we could do it for
everybody and that it would ease the communication problem
to do it for everybedy, but it turns out that there are some
of these customer response considerations especially at this
hour or date making it hard to be sure that that’s the right
course to do.

Q In other words, there were gsome concerns that yoﬁ
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hadn’t anticipated?

A Yes.
Q Okay.
A We really -- first we thought we might get a

gettlement. That didn’t happen. That would have given us
some more certainty about what was going to come forth.
Then secondly, nobody that we talked to in preparing the

case said you can’t scale up internet capacity that fast.

Q Somebody has since said that?
A Yes.
Q Okay. Dr. O'Hara, when did the Postal Service

begin work on this proposal?

A I began -- let me see. It was something we began
considering in mid August. I had been in my current product
redesign project talking to many of the senior executives in
the Postal Service looking for ideas about ways that we
could take cost out of the system. We've done a lot of work
on that side on the commercial mailer side, but very little
really on the retail side.

Cne of the things that came up was the possibility
of trying to get transactions that occur at peak time or
don’'t even need to occur at a window at all, such as simple
gtamp transactions, to move away from the peak, to move to
other channels. Afrer thinking about this, all of those
ideas are still there for the longer run, but the delivery
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confirmation possibility was something that it looked like
we could do without involving the whole classification
schedule.

It was discussed by people at the working level
and also at the executive level, and it wasn’t until very --
well, usually a week or so before the board meeting that we
actually made a firm decision to go ahead.

Q When was the board meeting?

A The board meeting was in September. September 4,
I believe it was.

Q So it was about a week before that that you made a
decision to go ahead with this?

A Yes. I had done a lot of the number gathering
that shows up in my testimony before then, but in terms of
actually getting the senior management of the Postal Service

to approve taking it to the board, that was when it

happened.
Q The idea first came up in mid August, though?
A I believe that's correct.

Q And the case was filed I think September 207

A Thereabouts anyway, yes.

Q Okay. 8So the idea first came up about a month
before the case was filed?

A Yes.

Q OCkay. Could you turn to your response to UPS
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Interrogatory 3%, please?

A Yes.

Q There we asked you if the Postal Service intends
to offer free manual delivery confirmation at private retail
facilities. To make sure that we understand each other
there, I take it we agree that we’re talking about places

like Postal Plus or Postal Pak, which are not Postal Service

operated, --
A That's correct. Yes.
Q -- but that provide mail to the Postal Service --
A Uh-~huh.
Q -- accepted from the public?
A Yes.
Q Okay. Do all those facilities have the ability to

offer delivery confirmation service presently for a fee?

A I believe they are on the same footing as what
I've referred to in my testimony as third channel mailers.
If you have an ability to apply postage and you have a label
today, you can do that. You don’t get the acceptance scan
if you leave it for collection by the Postal Service or put
it in the collection box, but you do get the delivery scan.

I believe they are -- without being at all

familiar with the details of how they operate, I believe
they have the ability today, just as any mailer really does
who has the ability to apply postage and have the labels in
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hand.

Q So they’'re in the same position as I would be at
my home to use the service? 1Is that what you’re saying?

A Pretty much, except that I think if they have
experienced customers wanting this they will have the labels
on hand, and you don’'t probably.

Q To the extent that they’re going to offer the
service to the public, then they either would have to take
whatever packages they accept where there would be delivery
confirmation to the Postal Service and f£ill out the labels
there, or if they have the labels on hand they would have to
fill it out in their store and then go to the Postal Service
and present it? Is that correct?

A No. In the same way that all the third channel
mailers today, which I think I have a number in my work
paper that’'s about 20 percent of our manual delivery
confirmation scans come without an acceptance scan. These
are the third channel people like the private retail units,
but also like firms that have the labels on hand.

Today they have to put the extra 40 cents in
postage on the piece and leave it for collection or put it
in the box if it’s under a pound. If it‘s metered I guess
they could go over a pound in the box. That’s all there is
to it. Nobody has to go to the post office. If you wanted
the delivery scan, the acceptance scan, I guess you would |
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have.

The other alternative, which is not widely used
yet as far as I'm aware, is to print your label, your
delivery confirmation label, off the internet. This was
mentioned in an OCA interrogatory. That is treated as an
electronic delivery confirmation, and as long as you put the
mail piece in the mail stream on the day you printed the
label, you get an accurate acceptance, as well as a delivery
gcan. If somehow the label were printed days ahead, it

would be treated as entered at the time it was printed.

Q Now, there is a scan at the delivery point?

A Yes.

Q Okay.

A Yes.,

Q I take it there are instances where for one reason

or another the scan at the delivery point is not made when
it should be? That happens, doesn't it?

A I'm sure it does.

Q Okay. And in that case I believe the Postal
Service will refund the delivery confirmation fee to a user
of the service who essentially doesn’t get it. 1Is that
correct?

A I believe that is correct. There were some -- the
first batch of OCA interrogatories to me raised that set of
issues. We got those I think refiled in the omnibus case
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since they were more directly relevant there, but, yes, I
believe that is the case.
Q So if a mailer gets the service for free, but
there is no delivery scan, of course, he doesn’t get a

refund, I assume, or does he?

A Well, I guess you could figure that either way.
Q He just doesn’'t get the service?
A He doesn’t get the service. I mean, I don't know

what a refund of zero would be. Yes. That'’s correct.

Q It will be, of course, made widely known
throughout the postal facilities, at least those who are
participating in the experiment, --

A Right.

o} -- that delivery confirmation will be provided for
free. Is that correct?

A Yes.

Q Okay. Dr. O'Hara, you've indicated in your
testimony and elsewhere that one of the goals of the
experiment is to hopefully get volume that otherwise would
be sent from December 17 to December 23 or 24 to shift into
the earlier weeks. Is that correct?

A That is correct.

Q And the purpose of that would be to save clerk and
carrier overtime, as well as air transportation costs,
during that last week before Christmas?
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Yes.
Because that is viewed as the peak week?
Very much so.

Now, if I wanted to get the total window entered

Priority Mail wvolume during that week, the week December 17

to the 23rd or 24th, --

Right.

-- I could go to your work paper, couldn’‘t I, on

I believe so.

And since we’'re talking about 2001 here, I can

ignore the dates in the very first left-hand column and look

at the dates in the right, the extreme right-hand column?

A

Q
A

o

Yes.
Is that correct?
Yes.

So if I wanted to get the volume during that week,

I would take the numbers in the second to the last column,

the one headed Non-Experimental Retail Volume, --

A

(oI oI e

Yes.

-- for those seven days and add them up?

Yes.

Qkay. I did that, and I got 12.4 million pieces.
Uh-huh.

Now, if I wanted to get the volume in the week
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before that, and that would be the second and last week of
the experiment, --

A Right.

Q -- I would just add up the numbers for the dates
12-9 through 12-16 --

A Uh-huh.

Q -- or 12-10 I guess if we’re talking about seven
days, add them up, and that would give me the retail
Priority Mail wvolume during that week. Is that correct?

A That’s correct.

Q Now, I did that, and I got 12.6 million. That’s
200,000 pieces more during that second week of the
experiment than during the peak week and I guess so on for
the week before. 1Is that correct?

A The week before, and I'm looking now at page 1 of
my work papers, which covers a slightly different range of
dates. I have the week of 12-9 to 12-15 at 11.7 and then
the week before that at 8.2 it would round to, so it’s clear
that the week before the last week of the experiment is
less. I think it’'s really most easily seen on my chart.
Yes. I agree with that.

Yes.

I think that 1s pretty clear.

L o B &

Yes. The volume in the week just before the
eXxperiment has this very high volume on the first two days,
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at least last yvear. The dates shift a little bit this
coming year, so it‘s not clear that the peak would always be
guite as sharp on Mcnday and Tuesday. It might spread
easily to Wednesday, but it's that last week before
Christmas and especially the beginning of that week where
the volume is so high.

If we could get some of that volume entered even
on Saturday, that would actually make a difference, even
though when you throw in the remaining days in the week last
year after Tuesday, this year maybe after Wednesday, going
through Saturday it tails off considerably.l

I think it‘s really interesting, more interesting,
at the daily level than at the weekly level, but you’re
right. If you do the arithmetic, the total for the week is
about the same in that last week before Christmas. It's
just that it comes all at once. It comes in the first half
of the week.

Q Of course, Priority Mail comes in other ways than
at the retail level.

A Yes.

Q For example, you show figures for permit Priority
volume, Is that correct?

A Right.

Q And of course, that Priority volume makes use of
the same clerks and carriers and air transportation. 1Is
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that correct?

A It makes use of the same carriers and air
transportation. It’s not usually window entered. If it is,
it’s entered in volume so that if the clerk is handling it,
he or she is handling many pieces at a time.

Q But still clerks have to process it, and carriers
have to deliver it?

A Yes. Yes.

Q And planes have to fly it?

A Right. Yes.

Q Okay. Now, if I wanted to know the volume of
permit entered Priority Mail the last week before Christmas,
I would go to page 3 of your work paper, and I would add up
the last seven numbers in the column entitled Permit

Priority Volume. Is that correct?

A That is correct.

Q I d4id that, and I came out with 6.9 million
pieces.

A Okay.

Q If I wanted to know the volume of permit entered

Priority Mail during the week before that, which would be
the second and last week of the experiment, I would just add
up the next seven numbers of the column. Is that correct?

A I believe so. Let’s see. I'm losing track of
what day of the week we’re talking about, but go ahead. I
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assume you're right.

Q Well, I'm talking about the last seven days --

A Yes.

Q -- and then the next geven days before that.

A Right.

Q I did that, and I got 7.7 million pieces, which is

about 800,000 pieces during the second week of the
experiment than during the peak week.

A Uh-huh.

Q Now, the numbers in your work paper --

A I guess if I could, you know, again look at Chart
1, which shows the daily pattern in a way that I find easier
to deal with than the column of numbers. You see some of
the same peaking in the permit volume at the beginning of
the week. Again, there is a phenomenon, although not nearly
as strong, of the first half of the week being busy and the
second half not.

Putting all of that together, it looks like there
is accepting you’'re going to take a little more volume in
the prior week than the week after the experiment.

Q Did the Postal Service originally anticipate
before it made the filing putting this experiment into
effect for different a time period than the one it has
proposed in this filing?

A Until very late in the process, we had thought
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about starting the experiment on the Friday after
Thanksgiving and going for about the same length of time,
about the same two weeks.

As we looked at it more c¢losely, considering what
we were offering, which is a 40 cent -- a benefit priced at
40 cents, but not worth 40 cents apparently, although some
of that we attribute to people not really being familiar
with it, but, as I mentioned earlier, not more than about 12
or 13 percent of the people purchased it last year, so some
of them probably would have purchased it if they had been
more familiar with it, but some of them probably wouldn’t
have.

Anyway, it's a 40 cent incentive, to keep things
simple, on a price which is $3.50 at the minimum and for
packages more likely to be $3.95 or above, so about a ten
percent difference.

How much change in behavior can you expect to get
from that? Can you expect to change people’s shopping
patterns? Maybe not, but maybe let them shop when they
will. If they've already got the packages .in hand by the
time of the experiment we did choose we think we might be
able to get them at least to mail early, so that was the
reason for the shift from just after Thanksgiving to
starting December 1 and going up to the last week before.

Q ‘Well, vou used a lot of words there, and I'm not
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sure I followed them all --

A Sorry.

0 -- 80 let me see if I can break it down a little
bit. Originally the experiment was always going to be two
weeks?

A Thereabouts, allowing for ease of communication.
I1f we were going to do it just after the Thanksgiving
period, we would have said the Friday after Thanksgiving.

Q So originally it was anticipated that the fee

suspension period would be two weeks or so --

A Or so.

Q -- beginning the day or the Friday after
Thanksgiving?

A That’'s correct.

Q Okay. Now, when was the decision made to change

the dates from those two weeks or so to the December 1 to
December 16 time frame?

A That was made very shortly before the executive
committee meeting that approved sending the filing to the
governors, so it was within a week of the governors meeting.

Q So that was late August/early September?

A Very late August.

Q Okay. Now, the numbers in your work paper assume
that there would be no shift; the cost numbers in
particular. There would be no shift of window entered
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Priority Mail from the last week before Christmas into the
experimental period. Is that correct?

A That’s correct.

0 If there is a shift, then the Postal Service would
lose more revenue than shown in your work papers? Is that
correct?

A That’'s correct, and we would have at least the
opportunity to get some of the cost savings, which I
mentioned the possibility of, but don’'t quantify in my work
papers.

Q aAnd those cost savings are said to be due to the
fact that the last week is the peak week?

A Yes, and especially the first half of the last
week.

Q Now let'’s suppose there were some shift from say
competitors of the Postal Service. People hear about the
offer, and we’ll talk about that later, but that people hear
about the offer and decide that they’'d rather send their
package by the Postal Service and get free delivery
confirmation than by the other source they would use during
that experimental period.

There would be some additional costs that are not
shown in your work paper, is that correct, for that
additional volume?

A There would be additional cost and additicnal
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revenue. Yes.

o] Well, there wouldn’t be additional revenue during
the experimental period. There’s no fee.

A Not for delivery confirmation. There would be
additional Priority Mail revenue.

Q Right, but there wouldn’t be additional manual
delivery confirmation revenue?

A That’'s correct.

Q So as far as manual delivery confirmations is’
going, you would have added manual delivery confirmation
costs, but no added manual delivery confirmation revenue?

A That’s correct.

Q Okay. In fact, the added costs would be about
42.4 cents a plece?

A I believe that's the number, vyes.

Q Okay. With no cffsetting manual delivery
confirmation revenue?

A That's correct.

Q And if you were to look at only the non-electronic
portion of the manual delivery confirmation cost, it would
be about 35 cents, 24.6 cents to be exact, additional cost

per piece?

8 That's correct.
Q That’s not shown in your work paper?
A No shift of volume from competitors is in my work
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paper.

Q Ckay. The numbers in your work paper alsc don't
reflect any possible shift in usage from a mailer who might
have sent his piece by parcel post, but decided instead to
send it by Priority Mail in order to get free delivery
confirmation, Is that correct?

A That’s correct. I talk about that in my I think
it’s Interrogatory Response 14.

Q Right. And to the extent there is such a shift,
there would be additicnal cost to the tune of about 42.4
cents per piece, but no additional manual delivery
confirmation revenue?

A Yes. Yes.

Q Okay. I think you also acknowledged in one of
your interrogatory responses that during the period of the
experiment it would actually be cheaper to send a piece
during the experiment by Priority Mail and get free delivery
confirmation than it would be to send it by parcel post and
pay 50 cents to get delivery confirmation. Is that correct?

A That’s correct.

Q And the difference in the case of packages
weighing I guess two pounds and under is it would be 45
cents cheaper. 1Isn’t that correct?

A I think it’s one pound and under where that
applies. We can look, but I don't remember the difference
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being that big except at the one pound level.

Q You may be correct. Yes. You're right. For the
one panel level it would be actually 45 cents cheaper to
send a piece by Priority Mail with free delivery
confirmation during the experiment than it would be to send
it by parcel post and pay for delivery confirmation.

A Yes.

Q Go ahead.

A I was going to say it’s already the case today
that it’s a few cents cheaper to send it by Priority with
delivery confirmation than by parcel post with delivery
confirmation because there’s a ten cent difference in the
fees and only a nickel difference in the rates, so even
today at that volume if you want delivery confirmation it is
better sent by Priority.

Chairman Glyman or former Chairman Glyman used to
remark about that occasionally.

0 Well, that’'s because part of the cost of delivery
confirmation is in the base rate for Priority Mail --

A That’s correct.

Q -- and isn‘t charged. Is that correct? That is
why that anomaly occurs?

A That is the immediate cause of the anomaly, yes.

Q QOkay. But the difference right now without the
experiment is a few cents, whereas it’s 45 cents for one
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pound and under packages during the experiment?

A Right.

Q And in the case of two pound packages really the
rates are essentially the same. Is that correct?

A Yes. Literally the same in some cells and a few
cents in others, I think.

Q QOkay. Just to be clear, when we say the rates are
the same, the mailer would pay the same to get Priority Mail
gservice with free delivery confirmation as he would to get
parcel post service and pay for delivery confirmation?

A That’s correct.

Q And that’'s true for certain rate cells for three
pound packages as well? 1Is that correct?

A Yes.

Q Now, suppose a mailer comes into the post office
during the experiment and has a package, and, of course, he
has a choice of how to send that, Priority Mail or parcel
post. Suppose he comes in and says I want to send this
parcel post.

Will window clerks be instructed to tell the
customer that he has the option of sending it by Priority
Mail with free delivery confirmation? Will that be part of
the rubric of the experiment?

A I think it would. All the details of the script
are being worked out, but right now window clerks are
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supposed to ask how fast do you want it to get there.

If the person says I want parcel post, I want
parcel post, I want parcel post, then they’re not going to
argue with him, but if somebody walks up to the window with
a package they’'re supposed to ask how fast do you want it to
get there. That is designed to induce or at least provide
the opportunity for the clerk to suggest Priority Mail if
that is important.

I think with that framework in mind and the work
habits of clerks during the year that they will also be of
the frame of mind, and we’ll do something in our
communications, not to try and limit this, but to suggest
Priority Mail.

Q Well, I think we’'re talking past each other a
little bit here --

A Okay.

Q -- because my concern isn‘t whether the clerk will
do what the clerk normally does, which is to say how fast do
you want it to get there, --

A Yes.

Q -- but will the clerk be instructed to inform the
customer that if you send it Priority Mail you can get
delivery confirmation without paying any extra charge?

A We’'re going to have a notification that if you
send it Priority Mail you get delivery confirmation without
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extra charge lots of places.

The actual weight comparison I think we haven't
actually got there, but I think we want to do that. We
don’t want people to have the experience of finding out
later that they could have gotten something, a better deal,

so I think we’ll want to inform people that that is an

option.
Q Again I apologize, but just so I'm clear.
A Yes?
Q And so if a person comes in and says I want to

send this parcel post because that’s what they’re familiar
with --

A Yes.

Q -- the Postal Service’s intent is to have the
clerk say to that person well, you can also send it by
Pricrity Mail and get free delivery confirmation?

A Right. Yes.

Q Now, one of the ways in which the Postal Service
plans to inform mailers of the fact that they can get manual
delivery confirmation for free if they use Priority Mail is
to post window cards and displays in post offices.

A Uh-huh.

Q Is that right?

A That'’'s right.

Q Now, of course, if a mailer doesn’'t come intoc the

Heritage Reporting Corporation
(202) 628-4888




i0

11

12

13

14

15

16

17

iB

15

20

21

22

23

24

25

147
post office until after the experiment ends, it’s too late
to get them to come in earlier. Those window cards and
displays, really at least those items, haven’'t helped the
mailer to take advantage of the experiment. Is that
correct?

A That's correct, and for that reason we have the
additional plan to use news coverage to let people know more
generally.

The gigns will be up at least as early as the
beginning of the experiment and maybe a bit before so that
if people come in to buy stamps for their holiday greeting
cards or for any other purpose before they actually get
around to mailing their packages they’ll have an opportunity
to learn about it from the signs in time to affect their
behavior.

Undoubtedly there are going to be some people who
just are last minute people and don’'t come in until after
the experiment is over, and those people, if they haven’t
heard about it on the radio or the TV or newspapers, we
don’t have a way to get them to change their behavior.

Q Do you have any idea of how many people will --
well, let me txy it this way. You said you’re going to use,
and I think the phrase you use in your testimony on page 8
at lines 12 and 13 is that the Postal Service plans to make
extensive use of press coverage. J
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A Uh-huh.

Q You referred to a plan to do that.

A Yes.

Q Is there a written document that sets forth that
plan?

A No.

So right now it’s just a plan in mind?
A There are people working on the kinds of -- in one

of the interrogatory responses I provided the ordinary
holiday mail early kinds of material that’s provided to
postmasters, and there are people working on providing sort
of parallel information, press releases, letters to the
editor and so on that could be used to do this.

As far as a plan for exactly when that’s going to
be done, a lot of this is a level of detail we haven’t
gotten to yet.

Q Okay. Now, you did refer to material that you

attached to an interrogatory answer on this subject.

A Yes.
Q I think that’s part of the Postal Bulletin?
y:\ Yes, it is.

Q And in fact you provided a copy of the Postal
Bulletin that went out to postmasters last year to prepare
them for the holiday season. Is that correct?

A I believe it is, yes.
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Q Okay. Feel free to check, but I believe that that
Postal Bulletin was dated November 2.

A Uh-huh.

Q I=s that correct?
A I'11 take your word for it. Yes. Yes. Sorry for
that.
Do you remember which interrogatory response it
was just to -- I've got it. Yes. November 2. Yes.

Q Do you know when the Postal Service plans to
publish in the Postal Bulletin advisory I guess I‘ll call it
or whatever term you’'re comfortable with concerning the
holiday season this year? Is that plan already underway?

A I believe it is. These things typically follow
the same path year after year, so we will not be able to put
this in that package unless things move -- well, the
schedule just doesn’t allow that. We had always expected
that it would be a separate communication.

The Postal Bulletin would be one of the channels
for that, but there are now other ways to communicate with
postmaster at least in POS sites. You can communicate very
guickly. Postmasters and clerks actually can get a message
I don‘t know if it‘s quite overnight. 1It’s a big system.
There are a number of ways that we will be considering to do
that.

0] So the Postal Bulletin is out anyway? We know
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that?

A The November early Postal Bulletin is out, but
there are Postal Bulletins every two weeks.

Q The next one would be then say in mid November?
A Yes.

Q About the 15th?

A I suppese, yes.

Q We’'re probably going to be too late for that,
aren’t we, under the current schedule?

A We are, yes.

Q Okay. So we’re talking about the Postal Bulletin
in early December?

A That would be the first opportunity before --
after we could expect to have a decision, and now that
you’ve focused my attention on that and especially with the
progpective limitation of the geographic extent of the
experiment, I think the Postal Bulletin is probably
something we’re not going to be able to or want to utilize
for this.

Q The other way of communicating with postmasters
and clexrks that you mentioned, is that essentially e-mail?

A At POS sites we also can communicate through the
mail, and there may be other things ag well. I don’'t know
of all of the things that are done in the course of an
ordinary either holiday season campaign or an ordinary rate
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implementation campaign. We have had sort of pieces of both
of those that we’re going on.

0 Would postmasters be required to use whatever
publicity you -- well, let me ask you first. Will you be
providing them with publicity materials, as opposed to just

informing them --

A Yes.
Q -- that this option is available?
A Yes. The intention would be on a smaller scale

than what’s in the Postal Bulletin because that covers a lot
of different things, but provide them material that they can
use and adapt with relatively little work on their part so
that they can, A, do it in the midst of all their other
duties, and, B, do it fairly gquickly.

Q Okay. I did look at the example or sample press
releases, et cetera, that were attached to that Postal
Bulletin of November 2 for last year, and there were a range
of different ones.

Will the postmaster be required to issue a press
release on free manual delivery confirmation, or will that
be left up to his discretion, depending on all the other
things he has to do, as you just mentioned?

A Right. I honestly don’'t know what the case is
with requirements today for things. We would do everything
we can to get it done, but I'm not sure.
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I think postmasters will want to do this. I think

this is from their point of view an opportunity to make good
news, so I don‘t think it will be a serious problem. Make?

Require? I don’t know.

Q Okay. Has any of that material been prepared?
A It’s being drafted. Yes.

Q So it’s not available yet?

A No.

Q Do you have any idea when it will be available?

A Final stuff might be a couple weeks. The same
people that work on that are working on some other things,
so I'm not sure.

MR. MCKEEVER: Mr. Commissioner, I would request
that if that material is available before the Commission
renders its decision in this case that it be made available
to the Commission because I think it would be helpful in
informing the Commission of what the Postal Service intends
to do to communicate the availability of this key suspension
to the public.

COMMISSIONER COVINGTON: Mr. Heselton? Mr.
Tidwell?

MR. HESELTON: Commissioner Covington, the Postal
Service would be happy to make those materials available
when they are produced.

COMMISSIONER COVINGTON: Thank you.
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MR. MCKEEVER: One similar request like that, Mr.
Commissioner. Well, let me ask Dr. O'Hara a guestion first.
BY MR. MCKEEVER:
Q I think you referred to a plan that right now is
in people’s heads, but will be committed to paper. Is that

correct? An implementation plan.

A An implementation plan? Yes. Definitely. Yes.
Q Do you know when that will be available?
A Probably about the same time frame maybe. The

details are a bit longer because there are enough different
pieces to that that I'm not sure what time is required for
all of them. We have to have it in place in about that same
time frame anvhow in order to roll it out.

Q Right.

A Yes.

MR. MCKEEVER: Mr. Commigsioner, I would make the
same regquest with respect to the implementation plan that
when it is ready the Postal Service immediately provide it
to the Commission at the same time that it is ready if
that's before a decision has been rendered so again the
Commission can take that into account in arriving at its
decision.

COMMISSIONER COVINGTON: Mr. Heselton?

MR. HESELTON: Mr. Commissioner, once again the
Postal Service would be happy to provide that also.
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Thank you. You may
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Q Now, this effort to come up with an implementation

plan, et cetera. You have not included the cost of any of

that effort in the costs shown in your Work Paper 3.

that correct?

Is

A The cost of that is -- a lot of it is in the
$150,000 that is in Work Paper 3.

Q I thought that was for the window displays, et
cetera.

A The window displays and distribution of those

window displays.

The people that actually do the drafting and

prepare all that are part of the headquarters staff, and I

think their time is never sort of tracked to individual

product or class of mail, but

figure that’s in the work paper,

yves. It’s a round number

is really based on the cost of printing and the cost of

distribution.

Q Of the window displays?

A Of the window displays and the other material.

and most of it or all of it

I

think we typically send the window displays, the cards and

other information to postmasters as well.

shipment for their facilities

They get a
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I believe at least in the last rate case we had
gome things in the package which are not displays. They're
background information, questions and answers. All that
would be distributed together, but they’'re not separately
identified.

Q Now, when the geographic scope of the experiment
is determined, will people be able to get free manual
delivery confirmation by putting a piece of Priority Mail
into a collection box where that’s permitted as long as they
use the delivery confirmation label?

A Yes.

Q Suppose they don’t learn about the experiment, and
they put the extra 40 cents on it. I guess is that their
tough luck, or do they get the 40 cents back?

A I don’t actually know what we’'re going to do
there. It would seem that they might be entitled to a
refund. I don’t know how often we’ve given refunds for
people who don’t get the service anyway. I don’'t know if we
have answers to that. I really don’'t know for sure what
will happen there. I don’t know what our policies are.

Q I guess the same applies to probably what is a
bigger volume, which is Priority Mail that is picked up.
That’'s again part of the third channel. 1Is that right?

A Yes. That there would probably be an opportunity
if this is -- carriers will know about this, and they will
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have an opportunity to tell people. We might even be able
to have them selectively drop off the same information
that’'s on the window card for commercial customers.

We’'re not budgeting for a saturation mailing to
all customers or all households, but again we don't want
pecple to feel that they’ve been sort of taken advantage of.
I hadn’'t thought of that particular issue, but I think it
would be worth doing to let the people that regularly -- the
carriers know regularly -- leave mail with delivery
confirmation and postage that they won't have to apply the
postage.

Q 8o zome effort will be made to educate and
instruct carriers that they should tell their pick up --

A Yes.

Q -- customers that they don’t have to put 40 cents
on a piece if they want manual delivery confirmation during
the period from December 1 to December 167

A Yes.

Q And the carriers will do that in their normal
rounds or what?

A Yes. What I'm thinking, and I'd have to talk with
other people, would be simply a one-third size sheet of
paper that they could leave so that they wouldn’t have to
take the time to have a discussion or master the details,
find the right person.
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Q I'm not sure whether it was you, Dr. O'Hara, or
the Postal Service, so I apologize for this, but either you
or the Postal Service indicated in some filing that one of
the possible changes that might come out of this
experimental offering would be a decision to roll manual
delivery confirmation costs into base Priority Mail costs,
much as is done now with the electronic delivery
confirmation services. Is that correct?

A I indicated that with respect to the shape that a
permanent classification designed to shift volume away from
the peak week would take, yes. 1 didn’t touch the subject
of doing this year round for Priority Mail.

Q I see. So the Postal Service is not considering
evaluating after this experiment a proposal that would on a
yvear round basis eliminate a manual delivery confirmation
fee and instead rocll those costs inteo Pricority Mail? 1Is
that correct?

A I probably should be careful whether or not to
gspeak for the entire Postal Service, but this experiment is
not connected with any such thought process or
consideration.

Q And that’s because if the Postal Service were to
decide to take the manual delivery confirmation costs and
roll them into the base rate for Pricrity Mail, there
wouldn’'t be any incentive for mailers during the holiday
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season to shift from one week to another. Is that correct?

A Well, that certainly would be the case. I think
the decision of whether or not to do that year round would
be taken not on that basis, but on the basis on whether we
think that’s what the product needs to have in the way of
built in features.

There are people from time to time in the Postal
Service who make the suggestion that we ought to do that,
both because of the customer and because it would be nice to
have a bar code on every parcels that everybody would be
used to scanning parcels all the time. Nice is one thing.
The cost of doing it is another.

Q In any event, that’s not one of the proposals that
experiment is aimed at?

A No. No.

Q No matter what the Postal Service may have said in
a filing in this case?

A Yes. I'd be real interested to see that because I
certainly -- you know, as you say, if it’s available for
free year round there’s no incentive. Those two things are
not logically compatible with one another.

That’s not to say that the other one wouldn't
happen, but that’s not the point of this, and I can’'t see
that this would really provide much information that would
help inform that decision.
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Q I have a couple of questions, Dr. O’Hara, that
relate to your response to UPS Interrogatory 2, so you may
want to turn to that and review that.

A Qkay. Yes.

Q Now, am I correct that the numbers in your work
papers, and we may have covered this earlier, assume that
mailers who have their Priority Mail picked up by the Postal
Service or who enter it in collection boxes will not
increase the extent to which they use manual delivery
confirmation when they can do so for free? 1Is that correct?

A That is correct. I believe there were subsequent
interrogatories that touched on that.

Q And in your answer to No. 2 in particular you
justify your assumption that those mailers would not
increase their use of delivery confirmation, even though
it’s free, by saying, "They are already familiar with

delivery confirmation and have developed usage patterns that

they are not likely to change." 1Is that correct?
A That’s correct.
Q So it’s your testimony that mailers who are

already familiar with delivery confirmation and sometimes
choose to pay 40 cents per transaction for that service will
not choose to use it more if it’s given away for free? 1Is
that your testimony?

A If it's given away for free for a short period of
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time. Perhaps I should look for my answer where I deal with

that basic issue in a little more length.

A One of those is, and it may be the only one, is
27.

Q Yes. You there indicate that at least pickup
accounts -- I don’'t know if you are talking about people

putting collection boxes there too, but pickup accounts,
those people make decisions as to what types of priority
mail to usge delivery confirmation and what types not to,
depending, and I am quoting here, "...depending perhaps on
the value of the item;" is that correct?

A Yes, that’s correct.

Q And that’'s in part because the item might be of
such low value that they don’t want to pay an additional 40
cents? It'’s not worth it?

A That would be one possibility, yes.

Q But, of course, if it’s for free, then the wvalue
of the item becomes kind of not very relevant, does it?

A Well, it does, they become not very relevant, but
there is still some effort required to put the label on the
piece and all that.

Even when electronic delivery confirmation is free
on your route, 80 it’s not a questiocn of making a temporary
change, much less than 100 percent of --

Q Permit entered mail?
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A -- has electronic delivery con. free, delivery
confirmation on it, so I think people don’t just use
something because it's free. They use something if it's got
some value to them, and there would be some cases where it's
not worth 40 cents, but it’s worth something. They would
tend to check on it. So in the situation of the short
experiment, I don’t expect that to be very large, but I -~-
as an economist not very well able to claim it’s going to be
zero, And I think I would just say that it’s going to be
let’s say very few decisions revisited on the basis of the
l16-day experiment.

Q Well, these -- go ahead. I’m sorry.

A No, that’'s -~-

Q Okay. These users obviously do see some value to
the service because they use it from time to time; is that
correct?

A Yes. But, you know, without having detailed
information there may be some people that use it all the
time, in which case they will keep on using it, and there
may be some people who use it only when the recipient
requests. Maybe some people will use it depending on the
value of the item. There may be some people who use it

because they want to have some kind of record of delivery,

but they don’t want to pay for certified.

And to the extent those things are sort of already
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classified and categorized in their mailing patterns,
whether it’'s an individual or a small firm, I wouldn’'t
expect much change for this. But you know, the change can
only go one way. It can only go up.

Q It can only go to an increased use of delivery
confirmation, correct? Is that what you mean --

A From the experiment.

0 -- when you say it can only go up?

A Yes. Yeah.

Q Okay. BAnd of course, if it does go up, then the
Postal Service will have some added delivery confirmation
costs without any revenue for that; is that correct?

A That is correct.

Q And you don’'t have any data on that. You just
don’'t believe it’s going to be very large?

A That’s right,

Q Because they have to put a label on more pieces
than the pieces they would choose to put it on when they pay
40 centg?

A Well, that’s one thing, but the other thing 1is
just the time that it takes to -- especially if there is
more than one person involved -- revisit the policy, if you
will, as to what stuff gets delivery confirmation on it.

Q We don't --

A Yeah, I just don’'t think people will use it just
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because it’s free in the same way that people don’'t use
electronic delivery confirmation all the time just because
it's free.

Q Well, electronic delivery confirmation, of course,

the mailer has to have an electronic link with the Postal

Service.
A Yes.
) There are a fair number of additional costs to the

mailer participating in electronic delivery confirmation,
aren’t there?
A There might be. I don’t know whether it’'s -- what

the magnitude of the costs are.

Q You don‘t know?
A No.
Q Ookay. And you don’t know what the magnitude of

the costs would be for the mailer who may decide, well, hey,
for the next two weeks let’s just put a label on every
package?

A I don't know. I do know that they can, if they
are aware of the Internet option, they can already do that
all the time anyway, and yet that has not for one reason or
another happened. So I really don’'t expect it to happen.

Q Do you know the extent to which the Postal Service
has tried to publicize the fact that one can get manual
delivery confirmation for free by using that Internet base
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label?
A I do not know much about that. I believe that
just in my ordinary use of the site myself, I saw something

where you go to check your delivery confirmation, something

that -- what you know that there was this possibility. But
I --

Q You really can‘t help us much.

A I can’t help you much, yeah. BAnd I don’t think we

have done any advertising, that sort of thing. I think any
communication has been maybe, well, appropriately, limited
to, you know, people who are already using one form or
another.

COMMISSIONER COVINGTON: Mr. McKeever, at this
point in time I would like to offer a proposal I don’t think
that took many people would object to. It’s about 12:30
p.m., and some of us are customary to having a little bit of
nourighment about this time of the day. So I was wondering
if you could mark your place where you are as far as, you
know, your guestioning of the witness, and we would begin a
lunch break now with intentions to be back here in the
hearing room around 1:30.

And before we depart, Mr. Heselton, I would like
to advise or to direct that either you or Mr. Tidwell should
be aware of one point that I would hope that I make fairly
clear.
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Since the Postal Service initially decided what
the scope of this experiment is during the past latter
questioning that Dr. O‘Hara has given. There seems to be
some changes or I feel that if there are changes the
Commission needs to be advise of them immediately.

There were two things that I had particularly
noticed with regard to the marketing and implementation
aspects of this experiment. I have heard Mr. McKeever
mention the possibility of, you.know, the postal bulletin
having been used. I think Dr. O’Hara touched on window
cards at the postal facilities and other displays, and I
don't even know whether, you know, you all know exactly what
kind of prese coverage you are going to put out there.

Then in addition to the marketing and
implementation concerns that I have, as soon as the Postal
Service decide on the actual areas or the actual locations,
Dr. O'Hara, geographically where the experiment is to be
carried out, I think the Commission needs to be informed of
those facts as well.

So at some point in time after we reconvene or
definitely before the end of the day it might be
advantageous if the Commission, myself and my colleagues,
are kind of briefed on where we are with the wmatters I just
raised.

THE WITNESS: I --

Heritage Reporting Corporation
(202) 628-4888




10

11

1z

13

14

15

16

17

18

19

20

21

22

23

24

25

166

COMMISSIONER COVINGTON: Go ahead.

THE WITNESS: I wag just going to say that I don’'t
think we will know by the end of the day even whether the
geographic scope will be restricted, and I can’'t imagine
that we would know if that were to be the case with which
areas.

COMMISSIONER COVINGTON: Okay. Well, you know
something, Dr. O’'Hara, that I might be being a little bit
too expeditious. But what we would like to know is -- I
would just use the term "immediately" or as soon as
possible, ASAP --

THE WITNESS: Yes.

COMMISSICNER COVINGTON: -- where we are with the
overall scope if there are changes with the experiment.

Mr. McKeever?

MR. MCKEEVER: Mr. Commissioner, the only reason I
interject, we are, of course, at the pleasure of the
Commission with respect to scheduling. However, I did want
you to know that I am very close to the end of my cross-
examination, and in fact if I had five minutes, I might be
able to review my notes and maybe only have an additional
five minutes or so of cross-examination.

But we are more than happy to come back too,
whatever the Commission’s pleasure it. I didn’'t want to not
say it, come back at 1:30, and then have you here only for
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five - 10 minutes.

COMMISSIONER COVINGTON: Well, in light of the
fact that, number one, I would be remiss if I didn’'t
recognize for the record my colleagues who are on the bench
with me today, and under this circumstance I would feel
quite sure that they wouldn’‘t want to miss out on the
opportunity possibly to direct some inquiry towards Dr.
O’Hara.

MR. MCKEEVER: QOkay.

COMMISSIONER COVINGTON: Which was the basis for
my proposal in the first place.

MR. MCKEEVER: Then we will be back at 1:30.

COMMISSIONER COVINGTON: Thank you, Mr. McKeever.

Off the record.

(Whereupon, at 12:33 p.m., the hearing in the
above-entitled matter was recessed, to resume at 1:30 p.m.,
this same day, Tuesday, October 23, 200.)
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AFTERNOON SESSION

{1:37 p.m.)}

COMMISSIONER COVINGTON: We are now going back on
the record.

Good afternocon. I am Commissioner Danny
Covington, and we are now making preparations toc continue
our proceedings on the Postal Service’s request or
recommendation of an experimental fee suspension for manual
delivery confirmation service in Dockets No. R2001-2 and
MC200-2.

As I stated before, we took a break for lunch. I
am pleased to be accompanied by my colleagues this
afternoon, Commissioner Omas to my left, and Commissioners
Ruth Goldway and Commissioner Le Blanc to my.right.

At this time are there any housekeeping matters we
need to take of care of, or Mr. McKeever are you ready to
resume guestioning Witness Donald J. O'Hara?

MR. MCKEEVER: Mr. Commissioner, we do have no
further questions at this point in time.

COMMISSIONER COVINGTON: No further questions at
this point in time.

Mrs. Dreifuss, is there any questions that you may
have of the witness on behalf of the Office of Consumer
Advocate?

MS. DREIFUSS: I have just one or two gquestions to

Heritage Reporting Corporation
(202) 628-4888



10

11

12

13

14

15

16

17

18

198

20

21

22

23

24

25

169
clarify an exchange that took place between Dr. O’Hara and
Mr. McKeever earlier.

Dr. O'Hara, when you were talking about the
possgibility of narrowing the scope of this offering, I
thought I heard you say that you would try to offer it in
offices where there were POS terminals and perhaps not offer
it in offices where there were not?

THE WITNESS: Not exactly that. What I wanted to
have -- be the case is that -- I should probably explain.

The POS terminals are not deployed in the smallest
offices, even when the area is sort of fully equipped with
POS terminals. So no matter where we do the experiment, as
long as we are offering it a whole geographic area, there
will be some offices that will not have POS terminals. That
was not my point.

My point was we are trying to look at the data
collection plan which basically envisions comparing what
happens this Christmas with what happened last Christmas.
And we can really only do that for sites that have PGS
terminals, and so I wanted to make sure that any geographic
area that we picked had POS terminals last year, so that
there would be the proper year-over-year comparison.

MS. DREIFUSS: I see. 8o if you decide to offer
it in a given market, you will offer it even in those
offices where they do not have POS terminals?
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THE WITNESS: Absolutely. Yes.

MS. DREIFUSS: OQOkay. That is all I have. Thank
you.

COMMISSIONER COVINGTON: Is there any follow up
cross-examination? I probably should have asked that before
I asked Ms. Dreifuss.

(No response.)

COMMISSIONER COVINGTON: At this time I would like
to know if there are any questions from the bench?

COMMISSIONER OMAS: Yes, thank you, Commissioner
Covington. I have a couple of gquestions.

One, Mr. O'Hara, in response to UPS/USPS-T1-5, in
Part C you state that a contingency should have been
applied.

What level of contingency should have been
applied?

THE WITNESS: Well, all of my other calculations,
figures in the workpaper are taken from the Commission’s
R2000-1 decision. The contingency that was applied there
was 1.5 percent, so I think that would be the appropriate
contingency to apply in this case. Yes, sir.

COMMISSIONER OMAS: All right, thank you.

The other gquestion I have, you stated earlier that
you all began considering filing this case in August.

THE WITNESS: Yes.
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COMMISSIONER OMAS: Was the experimental date of
December 1 through 16 the dates considered at that time?

THE WITNESS: No. As I think I mentioned in
response to Mr. McKeever'’s guestion, originally we had
thought that the dates would start the day after
Thanksgiving, and that would extend for about the same two
weeks, plus a couple of days -- periods that the current
experiment is, but earlier. That’'s earlier by about a week.

COMMISSIONER OMAS: A week or so?

THE WITNESS: Yes.

COMMISSIONER OMAS: Well, I guess, you know -- I
guess I am little concerned. You filed the case, you filed
the case on September the 20th, looking for an implementing
date of December the 1st. And you know, it just -- you
know, we are determined to expedite this case, but that
really didn’t leave a great deal of time.

And I just wondered whether officials of the
Postal Service had given this consideration. Even under
most efficient expedited conditions, it still is difficult
for the Commission to turn around unless, you know, you just
figured that it would be done in settlement and it could be
implemented.

Even with the 20th filing date, you know, no, the
15th is still sort of close or a couple of weeks away from,
you know, the implementation date. I guess I just found
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that a little strange that there was not a little more time
and consideration given.

THE WITNESS: Right. Well, we certainly were
aware of the task we were putting before the Commission to
achieve resolution in time to implement.

As I mentioned, I think we had hoped that there
might be a settlement, and we had considered whether we
would want to simply pull the case if there was no
settlement, but that did not seem to really make sense.

So once we saw that procedural schedule, we
thought that with the December 1 start date it would be
doable, and that’s where we are today. But we were
certainly aware that this was calling on the Commission to
do something which is very tight, and we fully appreciate
that.

COMMISSIONER OMAS: All right. Well, thank you.

I have no further questions.

COMMISSIONER COVINGTON: Commissioner Goldway.

COMMISSIONER GOLDWAY: Yes, I have questions that
touch perhaps on what Commissioner Omas had mentioned, but I
want to start further back.

You had said that you had been looking at ways to
take costs out of the system, and that the efforts had
always been directed towards the commercial mailers, and
processing as such. There hadn’t been any effort directed,
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or very little, to retail. And that you were trying to find
a way to do -- to take the cost out of the system, and I
believe that you said at that point that what you focused on
wag trying to reduce some of the peak costs at Christmas
time, and that was the impetus for coming up with this
propasal.

THE WITNESS: That's correct, although --

COMMISSIONER GOLDWAY: Is that fair to say?

THE WITNESS: Yeah, we are looking much more
broadly than the peak cost at Christmas. It's just --

COMMISSIONER GOLDWAY: And I can give you lots of
other suggestions --

THE WITNESS: Yeah, right.

COMMISSIONER GOLDWAY: -- about where I think you
could deal with the retail, and I will throw one in now just
so you will return it to the management; and that is, if we
could just have vending machines at the Postal Service that
took credit cards to buy rolls of stamps, it would save the
Postal Service lots of money.

THE WITNESS: Uh-huh. Okay. Well, I will make
sure someone hears about that.

COMMISSIONER GOLDWAY: Not to mention offering
people some sort of discount for bulk purchases of stamps at
Christmas time.

So the focus was on the peak, and what you seem to
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be saying is you wanted some way to encourage people to
switch using priority packages from the very last week to
something earlier, and that seems reasonable to me as well.

Why did you think that the delivery confirmation
portion of the priority mail was the way to encourage people
to switch as opposed to some other adjustment to priority
mail?

THE WITNESS: Well, we looked at that. Actually
we did initially think, well, what about just an equivalent
discount, and one of the things which made that less
attractive was the fact that it would, I think, be very hard
to offer a discount just to retail customers.

So that if we are offering it to everybody,
including commercial shippers, it greatly complicates, I
think, the effect on Mr. McKeever’'s clients and other
competitors of the Postal Service. So that was one
consideration.

The other consideration was that by doing it with
delivery confirmation we were able to at least explore the
other side of this experiment, which is just introducing
more people to delivery confirmation in the hope that they
would find it useful and use it more later.

COMMISSIONER GOLDWAY: Do you think that by using
delivery confirmation more in the future you are going to
take costs out of the system, or not?
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THE WITNESS: That is not going to take cost out,
but it will bring additional revenue in, which could fully
cover the --

COMMISSIONER GOLDWAY: Help.

THE WITNESS: Well, because we are going to charge
for it after the experiment is over. And delivery
confirmation makes a modest per piece or per usage
contribution to overhead. 1It’s not large. But it would be
there and that means that there is a little more -- put this
in perspective -- a little more there to keep the rates on
everything else down. It’s a very small dollar amount, but
certainly any additional costs that we incur will be covered
by the revenue that we get, and with a little left over. So
that didn't seem to me to be contrary to the fundamental
objection of taking cost out of the system.

COMMISSIONER GOLDWAY: Did you give any thought to
the fact that the institutional cost coverage for priority
product is a lot higher than the institutional cost for
parcel products, and therefore, if there was some shift from
parcel to priority, that was good for the bottom line? Or
wasn’t that part of the --

THE WITNESS: That was not really part of the
consideration. First of all, as I have said, I don’t really
think there is going to be much. But if there were, you are
looking at things for which our data is not necessarily as
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gocd as I want it to be to look at that.

The priority data cover all kinds of priority
mail. The parcel post data, we have at least some ability
to distinguish between bulk-entered mail and single piece or
over-the-counter mail.

And so I just don’'t know for sure that we would be
able to know that thogse costs are really as big as the cost
coverages which are an aggregate across all the mail would
suggest.

COMMISSIONER GOLDWAY: Okay.

THE WITNESS: It's quite possible we are, but I
guess we didn’'t get really deeply into that because of a
judgment that there was relatively little parcel post
entered at the window during this periocd. We did lock at
that.

COMMISSIONER GOLDWAY: Okay.

THE WITNESS: And that of the stuff that was
entered, relatively little of it used delivery confirmation
today, so mavbe it was not such a big candidate for moving
up, but anyway.

COMMISSIONER GOLDWAY: And getting back to ways to
measure the effectiveness of this program and the fact that
the focus began with trying to level out some of the peak
usage --

THE WITNESS: Yeah.
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COMMISSIONER GOLDWAY: -- did you look at your
calendar and say, you know, on October 30th we have to
commit to extra staff and overtime, and therefore we have to
have a decision by October 30th, and move back to when you
could possibly submit something to us?

Because I feel as though we have been given one
set of conditions and a calendar to act on.

THE WITNESS: Yeah.

COMMISSIONER GOLDWAY: And vou have now introduced
another. Yet in your testimony you mentioned today that the
focus has always been on peak usage.

THE WITNESS: Yes.

COMMISSIONER GOLDWAY: And doesn’t the Postal
Service normally, even without this program, have to
contract for additional employees at a certain time in
anticipation of the Christmas rush?

THE WITNESS: Yes, we do. We do that normally.
and at the time we were analyzing the whole process and
deciding whether we should go forxrward we anticipated having
to hire more people, and we knew that the people tock a lead
time. You have to find space and everything for them.

What we did not undexrstand, I guess we didn’t ask
the right people as deeply enough in the organization, is
that both the Internet capacity and the automated voice
response, which are the first two lines of serving the
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customers, also have fairly substantial lead times.

COMMISSIONER GOLDWAY: Is

there any additional

Internet capacity that is normally purchased for the peak

time?

THE WITNESS:

I believe there is.

COMMISSIONER GOLDWAY: And they normally do that

by the --

THE WITNESS: Yeah, it’s sort of --

COMMISSIONER GOLDWAY: --
something like that?

THE WITNESS:
you know, this is ongoing.
is, the arrangements in place.

COMMISSIONER GOLDWAY: So
omission on your part in --

THE WITNESS: There was.

COMMISSIONER GOLDWAY: -

schedules in anticipation --
THE WITNESS: Yes.
COMMISSIONER GOLDWAY: --
to us.
THE WITNESS: Right.

COMMISSIONER GOLDWAY:

that omission pus us at a disadvantage.

Something like that, yeah.

first of November or

In fact,

It may even be in place, that

there was a certain

in looking at these

of submitting something

Because I really feel that

We want to be as

efficient as we can in processing your request, but if the
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reguest isn’'t possible to process when you submit it to us,
what do we do about this?

THE WITNESS: Well, I think you do the best you
can. And if you can‘t, then we will understand. We really
did not intend to put anybody in an impossible situation. I
knew it was not simple, but we also didn’t know about thisg
one thing which caused us to think about whether the best
way to handle it is to scale it back.

COMMISSIONER GOLDWAY: Okay. And I have another
value guestion here --

THE WITNESS: Yeah.

COMMISSIONER GOLDWAY: -- that I would like your
comments on.

When you figured out what the cost of this
experiment would be, it’s approximately $10 million, and you
thought about spending $10 million in the Postal Service, do
you -- you aren’t guantifying the potential cost savings at
the peak.

THE WITNESS: Right.

COMMISSIONER GOLDWAY: And you are not venturing
any guess to us about what they are. But didn’t somebody
say is $10 million worth whatever the savings is going to
be?

THE WITNESS: The question wasg considered, but it
gseemed to us really difficult, even with more time to get a

Heritage Reporting Corporation
{202) 628-4888




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

180
usable estimate of how much the things would be because it
depends upon how much people respond.

You go and ask people, gee --

COMMISSIONER GOLDWAY: Yes, but wouldn’t you do
well -- let’s say we had 10 percent response.

THE WITNESS: Okay.

COMMISSIONER GOLDWAY: Or 15 or 20, wouldn’t you
say, well, at 10 percent response maybe we will only save §2
million, but at 20 percent response are going to save $20
million, and therefore the investment of 10 is worth the
risk?

I mean did anyone do this?

THE WITNESS: Nobody did it in the quantity as far
as I would know.

COMMISSIONER GOLDWAY: Well, do you have any plans
for guantitatively measuring what the savings will be
agsuming there is some shift that you can identify here?

THE WITNESS: I think we will try to do that. But
as I said in my testimony, you are looking at a period of
time which has got -- a year has elapse has a lot of things
that will be different this year from last year. The
precise timing of Christmas relative to the days of the week
shifts. And so I suggest we should look at particular weeks
and all of that.

If we did the shift in milling pattern, that we
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can track with POS. Then I think the best way to get from
there to a dollar value is going to be with the use of some
averages rather than to try and trace through the
particular.

COMMISSIONER GOLDWAY: And are you dgoing to look
at the POS usage by day because it is clear that it’s
different day by day?

THE WITNESS: Yes. Yes.

COMMISSIONER GOLDWAY: And you will report to us
on what that is?

THE WITNESS: Yes, we are committed to reporting
the daily usage and over the experimental period, and usage,
I think it’s not daily but over longer chunks of time after
the experiment is over.

COMMISSIONER GOLDWAY: Yes, right. And what are
the averages you are going to look at? What kinds of
measurements will you locok at?

THE WITNESS: Well, I would look at -- this hasn’t
been worked out in detail. We have -- for example, we will
have data on overtime last year and this year. And if we
get some of the movement in deposit of mail, then you will
be able to look at that and the average cost of a work hour,
but I don't know that we will ever be able to know that we
actually saved work hours in that function or not during the
period of the experiment.
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As a practical matter, to be frank, I don’t --
it’'s very hard for --

COMMISSIONER GOLDWAY: Will you be able to measure
whether there are any additional window hour used --

THE WITNESS: Well, we will be --

COMMISSIONER GOLDWAY: -- because people have to
register for their delivery confirmation?

THE WITNESS: Well, that process is designed not
to take much window time. It doesn’t have to be done before
the --

COMMISSIONER GOLDWAY: 1It‘s part of the
transaction.

THE WITNESS: It's part of the transaction.

COMMISSIONER GOLDWAY: But it does make the
transaction a little bit longer.

THE WITNESS: A customer can handle that, and
that's included in the cost estimates. The cost of doing
the additional transaction is included in the workpaper.

We can see whether there is additional window
overtime, but how much of that, or a reduction in overtime,
how much of the swing in overtime is due to this as opposed
to anything else that might be going on. The slight shift
in the calendar, the weather, all these things, the total
cost, the total number of hours used in this is pretty small
compared the overall window hours.
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COMMISSIONER GOLDWAY: Aren’t there other services
you might have thought of which one could track more easily
to determine peak usage than this?

THE WITNESS: Nobody did think of them. I can’t
think of them now, and I would be happy to have suggestions.
The peak in the -- especially in the priority parcel
mailing, more than parcel post, is pretty sharp, and this
was a way, as I said, that we felt we could do something
that would have sufficiently small interaction with non-
retail customers and competitors to make it doable, but it
may not be.

COMMISSIONER GOLDWAY: But because it’s so small
it may be hard to measure.

THE WITNESS: Algo correct. Yes.

COMMISSIONER GOLDWAY: Now, you might not be the
right person to ask this, but I think the other concern that
we have to realize is that the postal world in December of
2001, given what has just happened, is a very different
postal world --

THE WITNESS: Yes.

COMMISSIONER GOLDWAY: -- from 2000.

THE WITNESS: Yeah.

COMMISSIONER GOLDWAY: So is thigs $10 million
investment worth anything at all, not that we wouldn’t want
you to experiment, but you know, are you yourselves thinking
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about this?

THE WITNESS: I certainly have thought about it,
and I am sure senior management will get around to thinking
about it. I think they are probably not focusing very much
attention on it right now, but yes, that’s certainly
gsomething I have thought about as -- you know, it just
raises the question of whether we have the appropriate
conditions to do the experiment or not, and it’s going to be
real hard to assess that.

But I know that senior management will take that
guestion seriously.

COMMISSIONER GOLDWAY: Could you just -- to
proceed, assuming -- well, I guess one thing I would like
ig, if it is possible for you to write ocut at least in some
way how you would expect to measure any cost savings from
shifting the peak, what you might lock at, and so that we
have this in black and white when we make our
considerationsg, recognizing that they may be estimates. But
what process you think you will --

THE WITNESS: Yes.

COMMISSIONER GOLDWAY: -- follow in more detail
than we have in the --

THE WITNESS: Right.

COMMISSIONER GOLDWAY: -- testimony so far. Can
vou get that for us?
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THE WITNESS: I can try to do that. Just to
repeat what I said earlier, I considered that pretty
carefully when I filed the testimony originally, and made
the distinction between being able to track the shift in
mailing dates and also the subsequent increase in delivery
confirmation usage, pretty precisely at POS sites, and do a
kind of comparisorn.

And the difficulty of really turning that into a
measure of cost savings from the package shifting, I think
if you see additional delivery confirmation receipts, then
you have got additional costs to provide those services, and

enough more revenue to provide a little margin on top of the

cost.

But the cost savings at the holiday season from
shifting packages are -- having tried to look at this
before -- are going to be real hard to isolate from all the

other things that move cost around from one year to the

next .
COMMISSIONER CGOLDWAY: But at least it seems to me

one could say, okay, we have certain costs for hiring

overtime --

THE WITNESS: Yes.

COMMISSIONER GOLDWAY: -- for a certain number of
days, and if we could -- you know, if we can assume that

some volume shift will relate to certain numbers of hours.
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THE WITNESS: Right.

COMMISSIONER GOLDWAY: We are going to track that
and report this to you, whether it’s the final --

THE WITNESS: Well, we certainly could report the
shift in hours.

COMMISSIONER GOLDWAY: You know, we may not thing
that that'’'s the absoclute --

THE WITNESS: Yeah.

COMMISSIONER GOLDWAY: -- final decision.

THE WITNESS: Right.

COMMISSIONER GOLDWAY: You know, I wonder about a
lot of the econometrics that we use to measure cost.

THE WITNESS: Yeah.

COMMISSIONER GOLDWAY: But I think some sort of
indication where cost savings might occur for savings --

THE WITNESS: Yes.

COMMISSIONER GOLDWAY: -- at peak times --

THE WITNESS: Yeah.

COMMISSIONER GOLDWAY: -- would be useful, and not
just in this case.

THE WITNESS: Yes.

COMMISSIONER GOLDWAY: But in any future --

THE WITNESS: Right.

COMMISSIONER GOLDWAY: -- work that’s done. I
think that seems to me to be essential if you are going to
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be looking at ways to --

THE WITNESS: Yeah.

COMMISSIONER GOLDWAY: -- do off-peak pricing.

THE WITNESS: Certainly at a larger scale than
this, it would be really important. This scale, I would
certainly like to.know and maybe the kind of simpler
function that you are suggesting might do the job. I would
like to think about that some more. I will do my best, or I
will get you a statement of some kind. I see real
difficulties in doing much except by assumpticn that I'm
getting from mailing patterns to actual costs.

COMMISSIONER GOLDWAY: I don’t think I have
anymore questions. Thank you, Mr. Chairman.

COMMISSIONER COVINGTON: Thank you, Commissioner
Goldway.

Dr. O'Hara --

THE WITNESS: Yeah.

COMMISSIONER COVINGTON: -- first of all, I would
like to say that I don’'t disagree with the initiative that
you all want to accomplish under the experiment. I think
that anything that you can do to provide to consumers
incentives for them to mail earlier is not only commendable,
but I think it would probably be practical in light of the
fact that you all are a big business.

But what I am trying to see isg -- the first
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guestion you can answer for me, Dr. O’Hara, is that when the
experiment was developed or when the concept was first
kicked around, how did you go about knowing the audience
that you were looking at, and how did that parley into
actually targeting infreguent party mail users?

THE WITNESS: The notion of targeting infrequent
users is basically an inference f;om the patterns of mailing
that I believe it’'s Chart 2 of my testimony. We didn’'t
actually go out and ask customers last year at Christmas
time how long has it been since you were in a post office
before you came in this time to mail a package. We didn’'t
do any of that. The experiment wasn’'t even a concept this
time last vyear.

It’s just that looking at that pattern and knowing
anecdotally from other people in the organization that
Christmas season is a lot different than the rest of the
time, and that’s really all there is is what you see in
Chart 2, and the reading I put into that.

COMMISSIONER COVINGTON: Okay, Doctor, I need you
to expand on the United States Postal Service contention
that this first experiment is going to be, I guess, and
Commissioner Goldway touched on this, what we would call a
value-added service.

I think when the experiment was rolled out and
first made available, you know, in public concerns, what I
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am trying to find out is, is priority mail a value-added
service, or is delivery confirmation a value-added service,
or is both of them the same thing in this experiment?

THE WITNESS: At least as I used the term, it’s
the delivery confirmation which is the value-added service
on top of priority mail.

COMMISSIONER COVINGTON: Okay.

THE WITNESS: Priority mail is in a sense a
premium package service.

COMMISSIONER COVINGTON: Right,

THE WITNESS: But that wasn’t the context in which
I was using it.

COMMISSIONER COVINGTON: Okay. So priority mail
is a class of mail.

THE WITNESS: Yes.

COMMISSIONER COVINGTON: Separate all and to
itself, and the waiver, or you know, not charging the manual
delivery confirmation, that would be the value that the
consumer would benefit from in this regard.

It has been stated also in the press release, and
I have only seen a couple since the concept was made known,
was that this venture could probably provide the United
States Postal Service a flexible pricing structure.

Now, to me that’s -- I mean, you are going to have
to expound on that, Dr. O’Hara, because I am saying a
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flexible pricing approach does that mean by you waiving 40
cents, is that flexibility or -- I mean, can you --

THE WITNESS: Sure. Every case is going to be a
little different, and I would expect that many of the other
things that might come under that heading, and I will
provide an example or two in a minute, would be -- affect a
large enough number of dollars that you couldn’t just waive
it.

Well, let me give you one example, which is the
notion that we might have lower rates for catalogue mail in
the summertime. Those lower rates would bring in a little
more volume, but it’s hard to imagine that they would bring
in enough volume to pay for the lower rates themselves.

So if you are going to maintain the appropriate
cost coverage on standard mail, some other rates are going
to have to be higher rateg the rest of the year. And so
different prices at different times of the year but it
doesn't involve waiving a fee.

COMMISSIONER COVINGTON: Okay.

THE WITNESS: Another example would be the notion
of stamps at a discount if bought in bulk. You would be
able to buy -- the ability to send a First Class letter at
two different prices, depending on how you bought the stamp.

And so there are lots of ways, but in both cases
you would look at the total revenue and presumably the
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discount would reflect the cost savings from the cheaper
means of getting stamps into the customers’ hands. And so
it would not be in any sense a give-away, but you would look
at it -- you get so much revenue for First Class mail from
full-price stamps, so much for this kind of stamps, compare
that with the cost of providing the service, and evaluate
the cost coverage.

COMMISSIONER COVINGTON: And that’s the flexible
pricing, of course.

THE WITNESS: Yeah.

COMMISSIONER COVINGTON: Now, before we took a
break for lunch, Dr. O‘Hara, I raised some concerns that we
have as commissioners if the experiment ends up only being
done geographically. And Commissioner Goldway also touched
on the point of service issues here that we would have to
consider.

If we don’t know the actual locations and if we
don’t know geographically where in the market or where in
America this experiment is going to be launched, as far as
data generation how does -- I mean, how do you guarantee any
validity there which may be on down the line?

Then again, you know, you may not be the person that
can adequately answer that, but I would like for you to take
a stab at it.

THE WITNESS: Yes. There are levels at which you
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can approach that. If we -- sort of the fastest thing one
could do is have a determination that we are going to aim
for let’s say 15 percent of the market, and I believe that
most of my calculations would simply scale the nature of
postal costs by a margin. Even the printing and
distribution costs ought to scale. So that would be
straightforward.

If we then identified the particular geographic
areas, I believe it would be within reason to quickly --
have to check with the people who actually have to do the
work -- gquickly get the prior year volumes of priority mail
and delivery confirmations for those specific areas.

And so, you know, it’s going to turn out to be not
exactly 15 percent, it’'s going to be 14.5 or 16.3 or
something. So that’'s a second level of detail, and maybe
that’s as much as there is, must as I -- I will think about
some more.

COMMISSIONER COVINGTON: All right, Doctor, let me
ask you this. Did you personally or have you personally
loocked at reduction of expenses as it pertains to mailers in
this experiment?

THE WITNESS: Reduction of expenses as it pertains
to mailers?

COMMISSIONER COVINGTON: Yes. And when I speak in
terms of mailers, I am talking about the general public. I
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am talking about competitors, call it public sector, private
sector mailers.

THE WITNESS: Right.

COMMISSIONER COVINGTON: I mean across the board.

THE WITNESS: In reducing the actual cost of
providing the service as opposed to the price charged.

COMMISSIONER COVINGTON: Right.

THE WITNESS: It’s primarily the opportunity to
reduce the use of overtime and supplemental air
transportation, and we have looked at that but we haven’'t
done the kind of quantitative anlaysis that Commissicner
Goldway was suggesting.

COMMISSIONER COVINGTON: Okay.

THE WITNESS: Most of the things that I have
referred to earlier that talks about taking, you know, the
cost out of the system or reducing cost are outside this
particular experiment.

COMMISSIONER COVINGTON: Right. And probably
outside of your real of responsibility.

THE WITNESS: Yeah.

COMMISSIONER COVINGTON: I understand that.

THE WITNESS: Yeah.

COMMISSIONER COVINGTON: I am Joe Blow Public.

THE WITNESS: Right.

COMMISSIONER COVINGTON: I'm the average consumer.
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THE WITNESS: Right.

COMMISSIONER COVINGTON: And I look at numbers and
it’s been said that there are two things in life you can
just about find hard to argue with. Number one, you can't
argue with success, and number two, Dr. O’Hara, numbers
don‘t lie.

THE WITNESS: Yes.

COMMISSIONER COVINGTON: All right. If you look
at the fact, you say, well, okay, there is going to be some
lost revenue in this venture to the tune of $1.3 million.
And then as we are not collecting $1.3 million to get this
thing off the ground and up and running in whatever shape,
form or fashion it’s going to be, we’re talking about
additional cost of about $8.2 million.

THE WITNESS: That's correct.

COMMISSIONER COVINGTON: My colleagues have
alluded to -- we all know about the current events that is
going on --

THE WITNESS: Yes.

COMMISSIONER COVINGTON: -- with the Postal
Service and so forth. But if my mother was sitting here in
this hearing room today, and if I told her that you were
asking to undertake a venture that’s projected to cost you
510 million, she would say, well, how can that be a positive
experiment.
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And I'm saying, you know, would you have an answer
for gomebody like that?

THE WITNESS: Well, it’s the same answer that’s in
the testimony, which is the possibility of savings from
shifting volume and the possibility of increased revenue
after the experiment is over from delivery confirmation.

The guestion of is it the right thing to do now,
of course, was not nearly as clear when we develcoped the
proposal and filed it. But everything that I see the Post
Master General and the senior management doing in response
to the bioclogical terrorism suggests to me that they will
look at this with those same eyes.

COMMISSIONER COVINGTON: Well, you know, Dr.
O'Hara, I do want to assure you that my colleagues and I
intend to give you the full benefit of what it is that you
are proposing to do. But I wanted to know before we moved
on are there possibly any other benefits that this
experiment would bring that the Postal Rate Commission
should be made aware of as we sit here today other than the
one or two that you touched on during this questioning?

THE WITNESS: No. I really -- if I had thought of
them, I would have put them in the testimony originally.
There are the two sort of direct benefits, and the third
benefit of just getting more experience with different, more
complicated -- I call them flexible pricing scheme.
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But that, I think, if there is anything else, it’'s
going to be small compared to --

COMMISSIONER COVINGTON: So those two primary
objectives.

THE WITNESS: I can’t -- can’t really buttress the
case on this for you.

COMMISSIONER COVINGTON: Thank you, Dr. O’'Hara. I
have no further guestions.

Are there any other questions from the bench?

(No response.)

COMMISSIONER COVINGTON: If that concludes the
oral cross-examination --

MR. MCKEEVER: Mr. Commissioner.

COMMISSIONER COVINGTON: Yes.

MR. MCKEEVER: I do have several, not too many,
follow-up questions from questions on the bench if I may.

COMMISSIONER COVINGTON: Yes, sir.

MR. MCKEEVER: Unless you want to take them at a
later time.

COMMISSIONER COVINGTON: No. Proceed.

BY MR. MCKEEVER:

Q Dr. O’Hara, I think you have agreed that the cost
of the experiment is somewhere between 9.5 and 10 million
dollars?

A Yeah.
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Q And that when the fee is reimposed the
contribution each piece makes over and above the cost of the
transaction is about four cents per transaction?
A Yes, that’s the numbers that we are using.
Q So if you divide the 9.5 to 10 million dollars by
the four cents per transaction, I think you confirmed this,

you need about 240 million --

A Yes.

Q -- new additional transactions --

A Right.

Q -- to make up that loss, that $10 million cost?
A That’s correct.

Q And right now the volume of delivery confirmation
is about 50 million transactions a year?

A That sounds about right.

Q Okay. You have also indicated that the attempt to
minimize the impact on competitors revolves around the fact
that this is aimed at retail customers --

A Yes, and that --

Q -- as opposed to commercial shippers?

A And commercial shippers already have electronic
delivery confirmations, so we are not really changing the
relative position of priority mail for those customers.

Q For the commercial shippers?

A Yes.
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Q Have you studied or done anything to determine the
extent to which retail customers use other carriers during
the holiday period?

A I haven’t studied it, no.

Q Do you know whether those other carriers also have
peak volumes during the Christmas period that may be due to
increased use by retail customers?

A I would expect that they do.

MR. MCKEEVER: That’s all I have. Thank you.

COMMISSIONER COVINGTON: Thank you, Mr. McKeever.

I would like to back up a minute. Mr. O'Hara, in
entertaining the questions from the bench, my colleague,
Commissioner Goldway specifically poised some questions to
you that you agreed to, you know, provide responses to.

THE WITNESS: Yes.

COMMISSIONER COVINGTON: I was wondering if you
had a time table as to when you would make those responses
available to us?

THE WITNESS: Let’s say Friday. If I can do it
sooner, I will.

COMMISSIONER COVINGTON: Okay.

COMMISSIONER OMAS: Excuse me. I would also like
to know it may be by Friday when you submit this
information, if it would be possible at that time you can
give us idea of what the experiment or the test will
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encompass. Will it be 100 percent or 10 percent?

THE WITNESS: Yes.

COMMISSIONER OMAS: And that would be very helpful
in considering.

THE WITNESS: Yes.

COMMISSIONER OMAS: I would appreciate it. We
don’'t need a definitive answer. But just what the thinking
is that --

THE WITNESS: Yes.

COMMISSIONER OMAS: Thank you.

THE WITNESS: Full country or less than full
country, and if less, approximately what percentage.

COMMISSIONER OMAS: Yes. Or what region and why.

THE WITNESS: Yeah.

COMMISSIONER OMAS: You know, that sort of thing.

THE WITNESS: Yes. Yes.

COMMISSIONER OMAS: Thank you.

COMMISSIONER COVINGTON: Anything else from the
bench?

(No response.)

COMMISSIONER COVINGTON: Okay. I would like to
know at this time if any party wishes to conduct oral cross
tomorrow on responses that was produced for the first time
at the opening of the hearings today? Mr. McKeever?

MR. MCKEEVER: We do not gee any need to conduct
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cross-examination tomorrow, but rather we would await the
additional interrogatory answers that the Postal Service is
to provide, and hopefully we can then say we don’t need any
additional cross, but certainly we don’t need any tomorrow.

COMMISSIONER COVINGTON: Okay. Mr. Heselton,
would you like some time right now with your witness to
review whether or not there is a need for redirect on the
part of the Postal Service?

MR. HESELTON: Commissioner Covington, if I could
have about five minutes to consult with the witness, I would
appreciate it.

COMMISSIONER COVINGTON: That will be granted.

We will knock off for about five minutes.

(Whereupon, a recess was taken.)

COMMISSIONER COVINGTON: Okay. Mr. Heselton,
where are we at with Dr. O’Hara?

MR. HESELTON: Commissioner Covington, the Postal
Service has no redirect.

COMMISSIONER COVINGTON: Okay. Well, Dr. O'Hara,
that completes your testimony here today. We appreciate
your appearance and your contributions to ocur record. We
thank you for your time, energy, and effort, and you are now
excused.

THE WITNESS: Thank you.

(Witness excused.)
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COMMISSIONER COVINGTON: This concludes today’s
hearing. Does any participant have anything else to raise
here today? Mr. McKeever?

MR. MCKEEVER: No, Mr. Commissioner, not that we
haven’t already discussed.

COMMISSIONER COVINGTON: Ms. Dreifuss?

MS. DREIFUSS: No, sir.

(Off the record comment.)

COMMISSIONER COVINGTON: You are right, Mr.
Tidwell. It seems like you have been hanging around awhile.

MR. TIDWELL: And wipe the plate clean.

COMMISSIONER COVINGTON: Yes, and wipe the plate
clean.

Is there anything from Mr. Tidwell and Mr.
Heselton?

(No response.)

COMMISSIONER COVINGTON: Okay, thank you. This
hearing is adjourned. Have a nice today.

(Whereupon, at 2:30 p.m., the hearing in the
above-~entitled matter wasg adjourned.)
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